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publication ii om of a series of school finance poliey stucLies that 
he National Inatitute of Education (NIE/DHE W) is supporting at the 
ECS Education Finatice Center, It draws upon the qehter's' technical 
assistance activities with state legislatures and governorij as Well ai 
ite demonstrated knowledge in this important field. NIE*s sponkor^ 
ship of thii work is based on our convictioa that the major burden for* 
school finance fcieform now falls on the nation's legislators and 
governors and that ^^goal oriented'* research of this kind will lead to a 
more informed and productive debate on the subject of schocrl finance 
reform. . « ^ # ^ 

The emergence of this key role for state legislators and governors is 
the product of a series of important and far reachirig court decisions 
Beginning with the Sefrano decision in California, a number of state 
aourts have directed state legislators and governors €o reconstruct 
the ways in which education resources are raised and distributed. In 
light of this state focus, it is particularly appropriate that ECS under- 
take research of thia kind- ^ ' 

We at NIE hope this publicatimi will serve the needs of legislators, 
governors, state and local education officials and intereited citizens 
and thereby assist in the development and implementation or more 
equkable and eflfectiye systams of school finance. 

^ _ / Denis P. Doyle 

Chief, School Financ^ and Organisation 
.National Institute of Education 
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INTRODUCTION % 



Hie 1970s have been on&^ the most active periods of fundamental 
school finance.reform during the 20th centuiy , Catalyzed by a leries 
of court caias in whictf state school flnance itructuriis were found tp 
be un^nstitutional and driven by state legislatures committed tp 
providlBf /eqiial educational opportunity for all children, over 20 
states el^ctadM^c changes in their fun^ng schemei for public ele» 
mentor arid facoMa^ schools between 1970 and 1976. These 
reforms sought to repiove local srfiool district property wealth'^as a 
detarminant of eduction spending, to reduce expenditure per pupil 
disparities among school diEtrictSs to provide appropriate state aid for 
children with ipecial needs and to reduce local property taxes. 

During 1976, except for New Jersey's passage of an income tax that 
ftinded its 1975 school finance law,' no m^jor school finance reform 
laws were passed. Faced with a rf Cession in the national economy and 
qommensiu'atelj limited revenues al the state and local level,. Itate 
legislatures were reluctant to enact education finance refonns, which 
tend to be costly. Nevertheless, numerous school finance activities 
occurred on a number of fronts in 1976 and it is anticipated that 1977 
will produce a number of important changes in the education finance 
mechanisms of a variety of states, In addition, 1977 may he a year in^^ 
which a number of new issues fn education finance will be debated in 
state legislatures. 

This booklet discusses past snd anticipated legislative activities in 
school finance, court actions and research issues and is divided into 
three major sections. The first section covers the major school finance 
events of 1976 for selected states, the anticipated major events of 
1977 and murt actions. The second siction qoyers the dominant 
issues that are now shaping school finance policy doncferns. The third 
section consists of brief summaries of school finance issues and 
activities in all 50 states. The appendix contains a glossary of school 
finance and tax terms. - ^ 
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I. EVENTS IN SCHOdt PIpIaNCE: 1976 AND 1977 

! = - '- - . ■ 

l^e period from 1970 to 1975 produced,fundamentol ichool finance 
reform in 20, itates.* During that time, the moat popular way to 
reforti a state's aid system wis to implement a guarant^sd yield or 
power-equalising type of formula under which the state guaranteed a 
certain dollar yield per pupil for each level of local tax effort, Cohh 
radOp Connecticut, lUiAois, Kanea|, Michigan, New Jersey*. Ohio an^ 
Wisconsin are examples of states whose nawifinanc^^^^ 
included a type of guaranteed yield* equalization formula.- Other 
states — for example J Minnesota* Montana, Utah and New Mexico — 
adopted high foundation-level pregrams, Florida and Maine enacted ^ 
two-tiered equalization aid programs that, at the first step, ^ar- 
anteed a foundation level of expenditure per pupil with a minimum 
required local effort agd* at the second step, guaranteed an equal ■ 
yield per pv^il per unit of tax effort for those districts deciding to tak 
abbye the minimum required tax rate. In^ addition to those pro- 
^ visions, Mainf, Montana and Utah also "recaptured" locally raised 
revenues above jhe guaranteed. yields from their Ve^ wealthiest ' 
school districts, ^ 

The new aid programs greatly increased the stite role in supporting * 
public education, Tfrom an average of 39 percent to an estimated 
. average of 51 percaMrfor 18 of the reform states, Locrfproperty tax 
relief occuEred in nearly*. all of the reform states with'property tax 
reductions on average exceeding M percent in Colorado^ Florida and 
Wisconsin. Cost-based pupil- weighting programs were developed in a 
number of states and categorical pr9grams were expanded in other 
states to provide supplemental assistance for students with special 
f ducational nQeds. Lastly, expenditure cdntrolSj budget restrictions, 
tax litnits and sta^te aid caps were enacted in numerous states in 
attempts to control future increases in education expenditures. 

1976 > 

''The 'major successful event in school finance reform during lS76 
occurred in New Jersey* New Jers^ had been under pressure from 
the. 1973 Robinson Cahill state supreme court decision, which 
found the state's education finance structure in violation of a con- 
stitutional requirement that the state "provide a "thorough and , 



^See, for example, Ludle*Musmanno and Alan C. Stauff^r, Majdr, Changes 
in School Finance: Statehouse Scorecard (Denver, Colo.: Education Corn- 
million of the Statei, 1974) and John J. Callahan and WiUigm H. Wilken^ ^ 
. edSi, Sqhool Finance Reform: ^ Legislators' Handbook I Washington, D, C.: f 
National Conference of State Legislatures, 1976). ' 
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efficient" public ichool system. The*legislature enacted a new aid 
propraim in 1975i but, Befcause no school district would have ahy state 
bid taken^ away* the 1975 reform required substantial increases in* 
state funds for ftill funding. Without a state income tax^ the state 
simply haB no means for raising the needed ^revenues. Between the 
flret state supreme court ruling in April 1973, and 1976* the Iefis= 
latm^e had been unsuccessful in its attempts tp enact a state income 
tox. In July 1976, the state supreme court closed all public schools 
unlll the le^slature fully funded ah acceptable schooUaid program. 
With the court fpfrcing the issue, a two-year graduated income tax . 
was passed in mid-July and the schools were reopened. The new 
incQme tax, 2 percent of incomi& under $20,000 and 2.5 percent of 
incomes over $20,000^ is expected to raise about $375 million for the 
school aid formula and $260 million for property tax relief. 

Even with the new formula fully funded, obseryers of the New 
Jersey scene feel that the new prdgram may not meet state constitu- 
tional requirements. The niw formula is not expected ,to reduce 
expenditure per pupil disparities between the lowest and the highest 
spending districts; it maintains a hold harmless provision and mini-" 
mum aid provisions. Suits against the new program may be filed in 
late 1977 if the analyais of thi fiscal data for the 1976-77 school year 
indicates that the 1975*reform program does not substantially elimi- 
nate the inequities on which the orifinal litigation was based. 

In other states, reforms enacted in previous years continued tp be 
phased in. Coilnecticut increased its state aid in the second year of 
its new guaranteed tax base program, but state aid increases were 
limited to 7.3 percent above the flat grant of $250 per student. At 
that low funding level, the guaranteed tax base (GTB) provides an 

"additiofaal flat gi^ant of/$18,25 per student in most districts. OWoj 
also in its second year of reform, iricreased state appropriations for 
the new formula, but increases in aid to a given district still are 

^ limited to 26 ufercent of the difference between the previous year's 
aid and entitlements under the new formula. Iowa continued to , 
phase in its J^71 refbrrii pushing the state shai^^ over 50 percent 
for 1976-77. ichool year. : %. 

■ ^ 

Two pth^ states. South Carolina and South Dakota, attempted to 
enact basic school finance reforms during 1976 but failed to do so by 
slimwnargins. With te^nical assistance from the National Con- 
ference of State Legislature's (NCSL), Mimerous groups in South 
Carolina^ including the legislature, the governor's offTce, the Urban 
Coalition arid a broad-based citizen*s coalition formed by an educa- 
tion project ofthe State League of Women Voters, had been working 
toward changes in the schoorfinance structure for over three years. 
An extensive study of school finance inequities documented below- 
minimal expenditure levels in many rural a^eas as well as very low 

" levels of local property taxation. However, property assessment, with 
most property assessed at the state level, was found to be fairly 

* equitable. The reform bill would have revised the foundation plan by 



mereaiing the foundation guarantae and adding a weightad pupil 
syatam with a minimum required tax eflfert thut widhld increase local 
property taxes. The bill didinot pasa in 1976, but it will be reintrp- 
dueed during the 1977 seMion; passage is expected. , 

" _ _ . ^ . / ■ ■ '• 

South pakota's school flnance reform attan^t in 1976 was the out- 
^me of a study by an interim legislative committee. The South 
' ^ Dakota school finance systKnij with one of the lowest proportions of 
state governmfent sup^rt for public school| in the nation, was found 
to have severe property wealth-related jper pupil expenditure dis- 
parities. The proposed reform was a two- tiered equalization jsrogram: 
a high-level foundation propamj $775 per pupil, and a guaranteed 
' UbL base for those districts deciding to spend more than the fouhda- . 
' tion lavel The GTB was ^t at the property wealth per pupil of the 
school district at the 75th, percentile. The reform program also 
included pupil weightings for special education and students in the 
first two grades. The school finance package, however, was tied to a 
tax reform package that included a new state income tax that was 
needed, ^s in New Jersey, to pt-ovide the funding both for the school 
flnance reform and a property tax rollback; Primarily, it was opposi- 
tion to the income tax that caused the defeat of the combined reforin 
bilL However, Sduth Dakota did increaie from $10,000 to $11,250 
\ the classroom, unit support for its curreiit formuta, . 

There were minor school fundihg changes passed or attempted in 
numerous qther states. For example, Illinois passed a bill that 
modified its resource equalizer formula by increasing the guaranteed 
assessed valuation from "$64, 615 to $66*300 in elemental^ districts, 
and from $42,000 to $43^000 in districts, Kentucky move^back 
to a classroom-unit formula that guarantees teacher salary support 
, according to a statewide sala^ schedule, from $8,313 to $11,363 per 
classroom of 27 pupils, plus an additwnal $2,189 per classroom unit 
for other current expenses. New Mexico passed a bill that changed/ 
the pupiUweighting factors in its equalization formula from 1.5, to 
1.3 for bilingual education and to a uniform 1.25 for grades 7rl2. ^ 
Colorado passed a bill that redefined its methods of determining the 
assessed vaiiie of property and required all assessing jurisdictions to 
increase valuations to . between 22 and 24 percent of market value, 
Washington passed a bill to change the nature of the required local 
property taxTate under its^foundatioh program* from a local to a state 
tax. California increased its foundation-support level from $909 to 
$1,012 per elementary pupil and from $1,094 to $1,198 per high 
school pupil. Indiana also raised its foundation-support level by $65 
per pupil to $755, Louisiana, Maine, Minnesota, Montana, Nevada, 
, ^ New Mexico, North Dakota, Oklahoma, Utah, Virginia and Wash- 
ington are other states that raised foundation-program expenditure ^ 
levels, Michigan gnd New Jersey increased the guaranteed yield 
portions of theif fortriulas. Most of these changes only marginally 
affected reforms that already had been enacted. Only the states 
mentioned in the preceding paragraphs passed or attempted to pass 
fundamental changes in their basic funding structures. . ^ 



: 1977 

Altiiough 1976 was a iparse year for education finance changes, 
numerous school-funding studies conducted during 1976, together 
with the recent court decisioh in Califernia and an imminent coijrt 
d^iion in Connecticut, suggest that 1977 may be an active yeaW 

T^e m^jor school finance court action in 1976 was the December 
31 decision of the Caiifor&ia Supreme Court iiT the Serrafto cpse, 
which upheld the trial cdurt^s finding that the system of school 
finance was in violation of tKf state constitution's equal protection 
clAusa. After a series of unsuccessful challenges td flnanQin^arrangeT 
ments m other state courts, this impo?&ntdecisioii by the ijiiluential 
California Supreme Court is expected to have national repercussions. 
TTie court gave the California Legislature until 1980 to establish a 
funding structure that eliminates the relationship between educa- 
tional oppytunity and local school district wealth, - 



At the ptroent time there is considerable expenditure equity within 
the California school finance system. Over 80 percent of the students 
aitteiid schools th%t^pend within $200 per pupil of the statewide 
average; it is predicMd that within two more yearSj over 90 percent of 

*the students could. Jbe in SQhool districts spending within that mar- 
gin. In additipn^^ the state haSj through a uniform tax, totally 

^equalized the tpacher retirement program and the school lunch pro- 

However, the currertt^ system ^oes have flaws that may cajise 
increasing disparities among school districts. Firsts no equalization 
aid is provided above the foundation level. While local referenda for 
spending a^ove current levels have been defeated in the past few 
years, the current trend in California, as well as across the nation, is 
for increasing numbers of such referenda to pass. Unless the fbunda- 
tion program is expanded to include a guaranteed yifeld program, 
wealth-related expenditure disparities will creep into the system as 
the voter-approved extra^experiditu^es become a larger proportion of 
the total prp^am, , # ' ' . 

Secpndj there is property taxpayer inequity in the current^school 
finance. structure with tax rates vaiying si^bstantially among dis- 
tricts, Thi^s, taxpayers make different effortam raising similar funds 
for education. With the rapidly increasing Values of residential 
property, efpecially in concert with theislower rpcreases in the v^lue 
of commercial and industrial property^ the pr6|)erty tax inequities 
may loom as a large obstacle to reform in the n^ar future. 

Third, except for the categorical pro-ams mentionfd above, the wide 
variety, of categorical programs in the California sVstem remain al- 
most completely *unequalized^ although there is moYbment on more 
than one front to push reform of the categorical programs onto the 
state's school finaftBe reform agenda. Finally, the fact that neither 
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miiiDrity nor low-incom^ studehti are ooncentrated ln.low3,propefty 
wealth school districts means thai an overall refprm that is equitiible 
to these ^bnps may be difflcult to design. In phortj las Calrfornia in 
1977 moves to tackle reform of its complicated school funding sy^- 
tam^ it will need to come to grlpi with a wide range of iesues that 
also may emergp school flnance debartes in other states. ^ ^ 

Shortly after the most jecent Serrarw decision, a^ lower cour% in 
Washingtoii ruted in a casa'brought by the Seattle school district, 
.^at Washiilgtoil-s mchMl finance Structure was in yiolation of the 
state's conatitutiohal mandate to prbvicJe an *'ample'* education, for 
all schcK»l childrenf since it deffirFed to local choice via vqter-approved 
special leviea. Following a two»y ear-old state supreme court decision 
upholding the Washington school flnance structure^ this decision is 
rekindling school finance reform^activity in that state, both throu^ 
the courts and, in the legislature. Also in the aftermath of Serrano^ 
litigation activities begOT, fonexample, in ArkansaSj Idahtfj Missouri 
and Sguth Dakota. . C 

^ . ' ^. '^B^- 

Conneotlciit is the orily state in the coUntiy now awaiting a state 
supreme court school finance decision. In December 1974, a district 
court in thmHorton case found the flat-grant school add system' to be 
unconstitufional on equal protection grounds. Partially iri response 
to thatyecision, the legislature enacted a new school aid formula in 
early 1975. The new fonriula^, a guaranteed tax base program that 
measures school district wealth by an assessed valuation per capita 
figiire ' modified by the ratio, of the median family income of th^ 
; schopr district to the median family intome of the state, received very 
little new /funding* Conftecticut, like South Dakota and New Jersey , 
did not have an4ricome tax and, even with a sales tax at a veiy higl^ 
level, diiJno^tAave sufficient state funds to fiftance a majbr school 
finance reform program. If the supreme court upholds the Horion 
decision, the struggle in Connecticut probably will center more on the 
way in which the state raises revenues than the way it distributes 
them in a school aid formula. ^ ' - 

New York mlso may enact changes in achool finance during ,1977, 
Currently, the vast majority of the state's 705 school districts are off 
the formula l>ecause of a variety of hold harmless clauses that have 
been enacted during the past few years. Of course, the major obsfacle 
to reform in New York is the financial crisis that has gripped the state 
as well as New York City for the last three years. In order to balance 
its budget this year^ the state will have to reduce spending overall 
and probably will cut back on school aid. At this time the challenge to 
New^Yopk may w8ll be how to diesign an equitable mechanism for ^ 
reducing state aid for public schools as well as for putting a rein on 
thi cost increases in publi^education at the local level, CompUcating 
A this process will be New York City; on a property wealth per pupil 
basis the city appears wealthy but is, irrespective of any wealth 
measure, in severe financial straits and can ill afford to lose state 
education aid dollars. Finally, the trial in t\\BLevittowh court case is 



earning td^an end and n^ay.produba, sometime in4677, ajowar souFt 
dt^ion o^^rthrdmng the entire funding gtructure. In th^LevUtown^ 
cata many poor sub^ban districts claim a state oonstitutioniil viola^' 
tion bacause of ptt>party wealth^related eKpanditiire disparitiar, five 
of ^e stata-s largest cities have intervanad claiming tHe current 
aduoation idd formula disadvantages urban areas. As with Cali- 
fprfiiap New Ywk is^a stata to watch befcausa of the varlaty of school 
fi^wce issues that ^ust be solved if the iyitam is to be made rational, 
jiqtdtabla and affordabl#. 

Tei^M enacted school finance changef during 1975 and, at the same 
tinia," initiated a $5 million two-year study to revalue all propfrty 
di;Uring the biannium. The 1975 law replaced the old economic index, 
which waa^^ed to. meas^bra school district wealth, with assessed 
valuation, Cohfroversy over the 1975 assesaed valuationi pre- 
cipitatad the two-year study, which has just been completed, but 
con^versy abounds over the niw valuations as welL la addition, an 
interim legillative committee has approved a plan to establish a 
singla appraisal office for each county, replacing thp ^veral ofiices 
that currently cf rtify widely varying assessed value figures for the 
same sets of pfoperty, ^ ^ ' 

With a sizabia budget surplus again, school finance reform will be a 
top agendd item for the 1977 Texas Legislature, One recently sug= 
gastad proposal is for the state to assume 90 percent of the cost of the 
state's current foundation program. Becauste state support in wealthy 
districts is tfelow the 90-percent level, the result of that proposal is to 
direct^tate aid Increases into predominately wealthy school districts. 
Although it is difficult to predict exactly what Texas will enact, 
important jlducation finance changes should be debated by the 1977 
legislature^ 

Missouri will be attempting to enact the school finance reform 
recommendations thatt emerged from the l&test Gbvernor's Con^ 
ference on Education. Over the years, Missouri has developed a tradi- 
tion-of having periodic citizen conferences, convened by the governor, 
on important education issues. In Reparation for the conference, 
citizen committees study various education policy issues and make 
recommendations for change. Th^e recommendations are then 
'debated and voted on by a conference of the state citizenry (700 in 
1976) just prior to th# legislative session. The 1968 governor's con- 
ference produced Missouri's. school finance reform of 1969 and the 
1976 conference has sent a long list of school finance reform recom- 
mendations to the 1977 legislature, including vast changes in 'the 
administration of the property tax, especially the assessment pro-" 
cess. . , , 

An ECS-conducted study for the Educational Finance Committee of 
this Governors Conference showed that the current schdol finance 
system has produced a consistent relationship between per pupil 
property wealth and per pupi^ expenditures, T^fe recommended 

. ' ■ ".'12' 



reform is a two-tier^dproposal, similar to that proposed in South 

Dakota* a baaic-*foundauffn program with a guaranteed tax base for 
, those districts deciding to spend above the foundation leveL With fe^ 
^ -'era! funds fram Section 842 of the Education Amendmehts bf 1974, 

further study' of an= income factor and refinement of district-by- 
' disEKct cost-of-education inflicep'will be completed in early 1977 for 

possible inclusion in the school finance changes that may be enacted, 

'South Dakota^also utilized^ederal Section 842 funds to further it's 
school finance^reforml efforts. A. task force of the state board of educa- 

• tion has cempleteS a major study of both school fmanctf and state/local 
tax policy. The sehodl finance study was an updating of the work done 

s,by the legislature during 1975. The recdmfnended sphool finance 
changes are very similar to those proposed last year. A major focus of 
the 1976 study was tax policy, specifically the Masticity *of the 
current state/local tax structure, the distribution of the tax burden 
,and the net effects of enacting^ state income tai to be used for both 
property tax relief and school-funding changes. The board sent a 
series of recommended changes to the legislatufe, * [ 

The Novembei;^electionSi however, produced legislative majorities iif 
both t^e house and senate that may be opposed to the enactment of a 
state income tax, A serious drought that wiUi cause school-funding, ' 
problems at the local level together with continued unrest over the 
low state role in supporting public elemeritary and secondary schools, 
and state support for school financf^lreform by many of the newly 
elected legislators may prodMce importaftit schoo/- funding changes for 
this-state during 1977. / 7 

Tennessee has a school atid formula that virtually has been 
untouched for years. With the help of state funds and a National 
Institute of Education (NIE) cost-sharing award granted through th6 ' 
NCSL in 1976, Tennessee conducted its first major study of school 
finance in mariy years. The reform package suggested by that study 
includes a. high-level foundation equalization aid program with pupil 
weightings for special education and th^ replacement of ah old 
economic index with assessed valuation of property as the measure of 
school district wealth. The proposed reforms have strong legislative 
backing and an excellent chance of being passed. 

There also will be major school finance activity in Colorado where 
the 1973 reform officially expires in 1977 and must be renewed and/or 
changed. As in many other states in the West, the assessment of 
property is as much the focus of attention as the particular structure . 
of school financing. During the 1976 session the legislature passed 
bills that set the state in the direction of making assessments more 
equitable across and within counties and slowly requipng counties to 
bring assessments up to the 30-percent legal level. On the school 
finance side, the state currently uses a guaranteed yield type of state, 
aid formula. To help control experiditure increases, the legislature 
enacted a^et of expenditure=increase limjtations in 1973, The maxi- 
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mum allowable iiicrea^e was seven percent on a total budget basis 
unlees higher incceases were approved by a state budget review board 
or a local referendum. With double digj^inflatftn anfl changing stu;^ 
dent enrollTiients, 'there is growing demand to modify the expenditure 
control mechaniim. Most members of the newly elected legislative 
leadership place school fmance as one of the top-priority items for the 
1977 sessiom " \ \ ^' ' . • 

Of course, there will Bl school finance-related legislation in nearly all 
of the 50^'tates. The above states have been selected as most prom- 
ising for major reform attempts: Many other states, moreover, will 
become involved in tomprehensive studies of school financing funded 
' by federal 842 dollars. A short summary of anticipated school fina nce 
activities in all 50 states is presented in Section III. 

^ \ The Confts^ 

As discussed earlier, the major legal event in school fmance in 1976 
-^as the decision of the California Supreme Court that found th^ Cal- 
ifornia System of school financing in violation of the state constitu- 
tion\%equal protection clause. This definitive court decision joins the 
April 1973 state supreme court decision in New Jersey as the 
response of two state supreme courts to the property wealth-related, 
expenditure per pupil disparities existing in public Ayatems of school 
financing. 

But not all state court decisions have followed the leads of New Jersey 
and California. The Oregon Supreme Court in 1976 found the Oregon 
school fmance structure not in violation of the state constitution. 
However, in language reminiscent of the U.S, Supreme Court in the 
Rodriguez decision, the Oregon court stated that the constitutionality 
of the system does not mean that it is an equitable system. Supreme 
courts in Washington and Idaho in the past few years also have found 
their state school funding schemes, both of which are characterized 
by property wealth-rekted expenditure disparities, not in violation 
'of the states' constitutions. The state supreme court in Connecticut 
has the lower district court's Horton decision on appeal, and it is 
anticipated that a decision on that case will be handed down later this 

year.^ . 

" " ' ■'- * 

The aftermath of the most recentSerrano decision has already begunf 
however. A lower court in Washington has renewed school finance 
litigation in that state by ruling that the existence 6f local special 
school levies is not compatible with the state's requirement to provide 
an "ample" education, A fiscal neutrality school finance suit was filed 
in Arkansas in January 1977.'The Missouri Education Association 
also^filed a suit in January. Background work for other court suits is 

. "^For a summary of school fmance litigation as of January 1976f see Update 
on Siatewidp School Finance Casc^ (Washington, D: C.: Lawyers Com= 
mittee for Civil Rights Under Law, January 1976). 



1° 14 



being conducU^d in Colorado, Idaho and South Dakota. In short, 1977 
promises to be an active year for education fTnance litigation. 

These new legal activities are utilizing four different legal strategies 
in basic cnallenges' to school finance structures:' The first is the 
standard fiscal neutrality strategy, usedan the Semi ^lo decision in 
California, in which it is argued that expenditure^per-pupil dis- 
parities that aTfe related to local school district property Wealth are in 
violation of the state constitution. This strategy will be used in the 
Thomas v. Stewart, cam in Qeorgia brought by t4ie Wlfrtfield County 
school district and in Massachusetts in the case of ^njilty v. Sargent 
brought bjc^oston plaintifTs. It is also the primary legal strategy 

jbeing used by the poor suburban school districts in the- Lev ittoi^n' iK 
NyquiBt case in New York State. If a case is filed in South Dakota, a 

< possible means for speeding^along reform 'monxentum in that state, 
this strategy will be one basis on which that cas\wbuld be brought, 

A second type of legal strategy centers on state constitutional phrasers 
such as "thorough and efficient," "general and uniform" or ''equal 
education," Cases brought on this legaj basis have net only a fiscal' 
neutrality component but also a concern with outputs of the schooling 
process. The Robinson case in New Jersey hingad primarily on New 
Jersey's'"thorough and ^icient" clause. The Pauley u- Kelly suit in 
West Virginia is based on that state s "thorough ind efficient" clause. 
And if the South Dakota suit is brought, a secq^fid component pf the 
legal basis will be the state's "general and uniform" education clause. 

% 

A third legal strategy that is now emerging, which in many respects 
was the original intent of the first lawyers involved in school finance " 
litigation, focuses on expenditure per pupil disparities per se, irre= 
spective of their relationships to property wealth. The argument is 
simply that unequal expenditures per pupil deny students in low- 
spending districts equal education opportunity and, thus, equal pro- 
tection under the law. This strategy was at least a partial strategy 
used in the Serrano case in Californij. It also might form the major 
foundation of cases that may be brought during 1977 in Colorado'and 
Missouri. 

The fourth type of legal strategy migh t be termed a push for a higher 
level of education adequacy. This strategy was put into use in 1976 i^n 
two cases brought by central city"s3^ool districts: Seattlein Washing- 
ton Qnd Cincinnati in Ohio, In WasRi^gton, as indicated atiove, local 
school districts must pass a special scflogrtevy each year for any por- 
tion of the school budget that exceeds the foJbndation level of expendi- 
ture guaranteed by the state aid progrMi. Seattle, which derives a 
substantial percentage of its school budget from a special levy, was . 
not able to pass its special levyH«^. year. The city brought siiif 
challenging the state's delegation of responsibility to provide the 
constitutionally required "ample" education to local voter choice, 
ImpHcit in the argument was the evaluation of the foundation level of 
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expenditures as less ^han ample,^ As noted, the court found in 
Seattle's favor. Similarly, Cincinnati has been unable to gain vot^r 
approval to increase its local school levy and in late 1976 filed suit 
also challenginf, under Ohio^s "thorough and efficient'' clause^ the 
state's delegation to local voter choice of a state responsibility to pro- 
vide a thorough and efficient education. 

.6 ' 
* Cases directly arguing for special consideration of central city sehool 
district's education overburden problems are those in New York, filed 
by five large cities, including New York City, as interveners in the 
Levittown case, and in Missouri filed by the St. Louis Board of Educa- 
tion. The New York case is undoubtedly the most significant. The 
large cities are asserting that t^e current New York state equaliza- 
tion aid formula treats city school districts irrationally because it 
does not compensate them for concentrations of students needing 
spemal and compens^ory education services, for higher costs in pro- 
viding all kinds of education services or for the strain on the cities' 
budgets caused by high demands for noneducation services, espe- 
cially welfare. The final outcome of the cases brought by central city 
districts is of critical importance to those who are concerned that 
^school finance reform treat fairly school districts in all types of 
jurisdictions — city, suburban or rural — and not contribute to fur- 
ther decline of the older core cities. ^ 

Anjother set of potential legal actions in school finance hinges on the 
outcomie of the underfunding debate regarding many Black school 
districts in numerous Southern states-. Underfunding is being 
researched by the Lawyer's Committee. If there is sufficient evidence 
linking 'underfunding with racial minorities, suits based on racial 
drscri mi nation might be filed. 

There are numerous other court cases that directly or indirectly affect 
school financing. The Boothbay ik Longley base in Maine that chal- 
' lenges the state's recapture claule is still awaiting trial. In Wiscon- 
sin, thg state supreme court in December deqlared the Wisconsin 
recapture clause unconstitutional. The Knowles lk Kansas case that 
attacks the use of assessment-sales ratios in adjusting reported 
assessed valuations for the purpose of allocating state aid is on appeal ^ 
to the state supreme court/ - ' - 

Finally, the numerous special education court cases as well as the 
Lau IK Nichols type of cases requiring extra services for the linguis- 
tically difi'erent must be watched for their financial implications. 

^Vhile the legal challenges to school finance have had rough going in 
state courts, the recent decision by the California Supreme Court in 
the Serrano case surely will boost education iinance litigation, 
^ , . 

As the above has indicated, there is still a variety of activities on the 
legal fror^t in school finance and the legal strategies being used are 
expanding in number. Although nearly all school finance, reform 
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advocates would prefer that state legislators and governors take the 
lead in changing inequitable school-funding mechanisms, they also 
see use of the cQUrts ^as a necessary reform strategy in those many 
states where politically induced reform efforts are lagging or have not 
even been initiated. - 
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II. CONCEPTUAL AND POLICY ISSUES 
IN SCHOOL FINANCE REFORM 



The issues related to'public school finance are rapidly becoming more 
numerous and more complicated — substantively, politically and. 
fiscallyrEducation finCB^reform.npJanger is focused just on the 
relationship between currmft^eratfng exbenditures and local school 
district property wealth. ) ^ \' ] # ^ 
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The following are likely devel^mepfxs during the latter half of the 
. ftTOs. Measures oFschpol district wealth will include not only total 
.property valuations, but also the composition of the property tax base 
\. as well as th| income level within the school district. Wealth-related 
expenditure pisparities will continue to be litigated, but the^^dequacy 
of the education programs wjll be soRutinized' mo^^e thoroughly. 
Unacceptably low school-funding levels will be investigated at least 
ei in a number of Southern states. The impact of school finance struc- 
tures on minority and economically disadvantaged students will be 
given mor© attention. Methodologies for accounting for difTerential 
costs among, local school districts providing similar education ser= 
'vices will be developed. The em'erging frictions between categorical 
aids and generar aid and potentially disequalizing aspects of cate- 
gorical aid allocation mechanisms will be included directly on the 
school finance policy^ analysis agenda. . > . 

Social and economic changes ih society at large ^re creating new 
sehool finance issues. Declining school enrpllments, increasing non- 
educational demands for the state tax^dollar 'and skepticism over 
spiraling education costs will be debated and researched more 

^ thoroughly. The federal role in education policy will be analyzed 
more comprehensively and the current state and J^deral roles, both 
administratively and fiscally, could begin to change importantly. The 
panorama of state and local tax isBues related to education finance, 
which for too long virtually have been ignored in school finance 

' activities, will come closer to front stage and will be integrated into 
more comprehensive school finance and tax reform packages. The^ 
remainder of the sectiop discusses these and othen issues in more 

. depth, . ^ ' 

Impacts of Education Finarice Reform 

To datt there has been little analysis.ofihe efTects of recently enacted 
school-funding changes. The legislative handbook available from 
NCSL' is probably the most comprehensive evaluation- of schobl 
finance reform that exists at this time,» But increasingly, state 

3John J. Callahan and Wmjam Wilken, eds., Schtmiy^innnve Reform: 
A Legislators Handbook. " . - , . 
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legislatures are asking school finance analysts what impacts == both 
fiscal and edufiational — reasonably can be expected from school- 
' funding ch&ngesVThe question is clearly legitimate and over the next 
few years subetantive answers based o.n sound analysis must be 
develjDped, t ' 

Ift^act^ one of the most important items on the school finance 
analysts' agenda should be additional evaluation of the reforms of the 
197Qs to deterniine whether reform goals, i«Tact, were achieved by 
the changes -that were enacted. Recognizing the importance of -this 
issue, the NIE recently awarded the Rand Corporation a contract to 
study in depth the effects of school finance reform in five states. 
Results of thM study, to bre available by the 1978 legislative session, 
should provide Useful i^^rmation to state policymaker*s. 

One issue that will be investigated in the Rand study, as well as 
other studies, is the efficacy ofrvarious kinds of schodl-funding 
structures in reducing per pupil expe,nditure disparities. A common 
hypothesis is that power-equalizing, programs (guaranteed yield or 
guaranteed tax base programs) are not as effective in reducing 
axpenditure per pupil gaps as are high-lev^el foundation progranis or 
school aid programs with strict expenditure, or tax limits. In fact, 
preliminary evidence in the NCSL study noted above Indicated that 
expenditure disparities actually may have increasad in states 
adopting variations of guaranteed-yield or tax base types of programs. 

Another issue related to the impact of school finance reforms is the 
governance efTects of the reforms including the degreeiawhich local 
control is curtailed as the state assumes a larger role in financ^^k 
schools, Pa^t research has indicated that there is no correlatle^ 
between the Jevel of state aid and local control.'* In fact, when 
Floridapassed its recent school-funding reform it dramatically dtjcen- ' 
tralized the management of education down to the school level in 
some districts. Research now being conducted at the Stinfiord 
Research Institute under sponsorship of the NIE will begin lo pro- 
vide additional answers regarding the governance cjianges thA have 
accompanied or ,npt accompanied recently enarted nchool rfiiance 
reforms, , " ^ 

A third i^sue related to the impacts of school finance reforms covers 
the responses of local school districts to significantly increased state 
aid allocations. Numerous subtopics are contained in this issue. What 
types of^schpol districts increase their tax rates and to what extent 
under guaranteed tax base or guaranteed yield programs? What are 

sa n H . Fu h r m a n , Local Con trol: Faa r or Fa n ta sy ( N tnva r k , N . J , : The 
^^^ew Jersey Education Rijform Projuct, April 1974U and ButMy Levin, 
Thomas Muller, William *J. Scan Ion and "Michael Co lien. Public School 
Finance: Present DLsparities and FiHcal Alter nat ires, a repf>rt't<} the PreHi- 
dent's Comminsion on School Finance (WaHhingt<)n, D.C: The Urban 
Institute, July 1972). > Q 
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jhe characteristics of school districts that use the aid increases to 
increase education programi or to decrease the property tax burden? 
^an a methodplogy bfe developed for predicting the mix of program 
expansion and property tax relief? Xhese kinds of issues have 
reoe^ived veiy Httle^ attention but will be included on the research 
agendas of a number of organizations in 1977.^ ' 

Perhaps the most frequently asked questions by state policy makers 
relate to how school finance dollars have been used by school districts 
and what effect they b^ve had. On the former questions* a few studies 
have been conducted and all haye reached the same conclusioh: 
where school finance dollars have increased the. sehoor district's 
budget (rather than Being used for tak relieO they have been used for 
the most part to increase the breadth of education programs. Only a 
, small, portion of school finance reform dollars have been U|ed to 
increase teacher salary schedules, according to these studies.® 
Clearly^ however^ more work is needfed on this topic. 

The efTect of school finance reform 'On student outcomes, while now 
being scrutiniEed by ftiany persoi^. Has not been sufficiently 
researched,, At this time, even the possibility of conducting such a 
study ip impossible in most states because student output measures 
are not required by state law and local school districts have not pro- 
duced comparable output measures on their own. Efforts must be 
nnitiated to determine the efTects of school finance reform on pupils.- : 
Especially in concert with deyeloping^niBw legal strategies (discussed 
above) that are focusad on education adequacy, this issue is assuming 
greater importance. Moreover, education finance reform is only one 
means for assuring education adequacy for all public school children 
in this country. Thus, the linkages between funding structures and 

^For examples of research in this area setf: W. Norton Grubb and Stephen 
Michelson, States and Schools (Lexington, Mass.: D.C. Heath and Com- 
pany, 1974); John H. Bowman, "Tax Exportability, Intergovernmental Aid 
and School Finance R^orm" National Tax Journal, XXVII (June 1974), 
pp. 163-174; Martin Feldstein, "Wealth Neutrality and Local Choke in 
Public Education, "Amergca/i Economic Review , 65 (March 1975), pp, 75-89; 
Helen Ladd, "Local Education Expenditures^ Fiscal Capacity and the 
'Composition of the Property Tax BBm'\bfational Tax Journal,^ XXVIL 
(June 19'J5),'pp, 145-158; HeleriJ^add, "Statewfde Taxation of Commercial 
and Industrial Property for Education," National Tax Journal, XXIX 
(June 1976), pg. 143-154; and Jerry Wade, ^The Role, of Property Tax 

'Base CompQgjtion in School Finance Decisions and Reform" (Unpublished 
Fh;D. dissertation, Syracuse University, August 1974). 

^See Allan Odden, "How are Schools Using /New' Money?" Compact^ 
X, No. 4 (Autumn 1976); Arthur Alexander, Sa/aries and School Expendi- 
tures (Santa Monica, Calif : Rand Corporation, December 1974); Stephen 
Barro and StepHan Carroll, Budget Allocation by School District b: 
An Analysis of Spending for Teachers and Other Resources i Santa Monica, 
Calrf.- Rand Corporation, December 1975); Michael Kirst, "What Hap- 
pens at the Local Level After State School Finance Reform?" in Stute and 
Local Government, ed. Alan K. Campbell and Roy W. Bahl (New York, 
The Free Press, 197B), pp. 136=158. 
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pupil outcomeK must bo delinuated more.clearly. Financial equity 
and education aduquacy are no longer two separate concernB but are 
ineKtricably linked; the importance of the nature of that linkage 
should not be neglected as schjtX)! finance reform continues through 
the 1970sJ 



^ The Role of income iti Public School Finance 

Most states measure the local wealth of school districts on the basis of 
tl* assessed valuation of property. But the income levels of tha 
district voters also play an i important role in school district fiscal 
behavior. A combination of income and property provides a more 
TOmpreherisive measure of school dist|:ict W/ealth. 



Theampertante of ifncome in public school finance is nQw receiving 
more recognition in many stat^. Five states — Connecticut; Kansas^ 
Maryland, Rhode Island and Virginia ~ already use income factors 
in theif equalization plans. Colorado, lowa^ Missouri, Nebraska and 
Wisconsin are examples of states that now compile income data by 
school district through their state income tax programs fer possible 
use in their aid programs. California, Maine, phio, Pennsylvania and 
Vermont are additional examples of states giving serious attention to- 
incorporating income, in some form, in their equalization mech= 
■anis'ms.** In focusing on general equafeation goals in school finance, 
income will bean important element in addition to property wealth in 
defining wealth neutraUty in education funding structures. 

Numerous Victors explain increasing interest in the role of income in 
school finance. At^the4ocal level, for example, values of residential 
property, owned primarily by middle^ income families, are rising 
faster than nonresidential property as well as income. Thus, pro- 
perty taxes are increasing faster t ha A incpme for middleMnconie 
homeowners, and the initial or apparent property tax burden is 
being shifted gradually from the business sector to the homeowner 
sector in sdme states. In many rural areas, farmers are witnessing 
increases in the market value of farmland that, in many instances, 
exceed its productivity valae. With stable e)r marginally rising 
incomes, these farmers are experiencing a real financial squeeze. / 
Also,^ large central cities that appear "Wealthy" in terms of per 
pupil property wealth have large concentrations of low-income 
families and feel thq need to examine the role of income in school 
financing. 



Wov additionul diHcuHHiun of thin jniportant innuu, hi.h.^ Arthur K, Wint*, 
"Minimum Educatiijiiiil AdoqUticy: Bovond School Finance Knform," 
Joiirnai of Education FinnJirt^ 1 (Spring 1976k pp= 468-48'! 
— Incomo as well an the com poHi lion of tho propurty tax hnno aru b'otli 
impwrtant d^terminantH of thu local "econjjmic pricc^'' of education ner- 
vices and the iifTuclH are uHually ruseurchcd tcjgetheiv 
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In addition to the above factors that are creating a demand for a 
renewed look at the role of income in school financing, there Ib 
empirical evidence from economic and school finance research that 
documents the importance of income. First, studies of the determin- 
ants of education expenditures by districts and states nearly always 
have found income to be a significant explanatory variable-^. Second, 
in nearly every instance where it has been analyzed, income has been 
found to be correlated with school tax rates. i» This relationship is 
especially important in states that have guaranteed tax base (GTB) 
or^ guaranteed yield equalization programs, GTB programs allocate 
aid, in part^ oij the basis of school tax rates; because of the positive r 
relationship between income and tax rates, such programs may allo- 
cate higher amounts of aid to high-incomfe districts, thus inadver^ 
tently producing income-related inequities in the system. Third, in 
seme cases income also has been positively correlated with district 
expenditures,^* Fourth, economrc r^earch^has shown- that the 
effective economic price of education^rvices is lower m higher- 
income districts; thus, such district| are able to purchaga greater 
amount^'^of education services, other thingB being equal, than lower- 
income districts. 1^ ^ ' ^ ' 

9For reviewB of these studieB, see G. Alan Hickrod, "Local Demend for 
Education: A Critique of School Finojice Researdh Circa 1959-69,'' Reuiew ^ 
' of Education Research ('Winter 1971), pp^ 35-49^and Arthur Denzau, '^An ' 
^ Empirical Survey of Studies of Public School Financing/' National Tojc 
JournaL XXVIII (June 1975), pp. 241^249. 

»«See Donna Shalala, Mary F. Williams, Allan Odden, et al., EqimliEing 
. Educational Opportunity in Connevticut: Report to the Connecticut Com- 
mismok to Study SchmU finance and Equal Educational Opportunity 
(New York. N.Y.: Teachers College. Columbia University. 1975); .^an 
Odden, Special LevieH and the Prdperty Tax in^WaMtngton School 
Finance (Denver, CqIo.: Education Commission of the ^41^' 1975); Allan 
Odden, Phillip E. Vincent, et Analysis of the Schoqi^fnance^and 7W 
Structure of Missouri: Background Research "of the Educational Finance 
Committee of the Governors Conference on Education (Denver, Colo.: Edu- 
cation Commission of the States, 1976); G. Alan Hickrod.^t af.. The 1973 
Reform of the Illinois General Purpose Grant^in-Aid^An Evaluation after 
Three Years (Normal, Ilh: Center for the Study of Educational Finance, 
November 1976); Bruce Gen^mer, Personal Incgme Variations Among 
Ohio School Districts and Their Implications for the Guaranteed^Yield 
Formula (Gambier, Ohio: Kenyon College, 1976); and Thomas Yang and 
Ramesh Chaudari, A Study of the IMationship Between Selected Socio^ 
economic Variables and Local 'Tax Effort to Support Public Schools in 
Illinois (Normal, IlLi Center for the Study of Educational Finance, 1976). 

»»Donna Shalala, Mary F.-William.s, Allan Odden, et nl. Equalising Edu^ 
cational OppoEninity in Connevticut; and Thomas Yang and RameBh 
Chaudari, X Study of th^ Relationship Between Selected Socioeconomic 
Variables and Local Tax Effort to Support Public Schools in Illinois. 

»-^See W. Norton Grubb and Stephen Michelson, States and Schools: Martin 
Feldstein, "Wealth Neutrality and Local Choice in Public Education- 
Helen Ladd, '"Local Education Expenditures, Fiscal Capacity and the 
Composition of the Property Tax Base"; and Helen Ladd, "Statewide 
Taxation of Commercial and Industrial Property for Education." 
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In short, both research and changing economic ^rcumstances will be 
^rusting income into school finance policy debatea in the coming, 
years. Applied policy research is needed to describe more precisely 
the nature of income in afTecting school district fiscal decisions. And 
once that relationship is determined, the ways of including income in 
school aid formula to insure income as well as property wea^h 
.equalization will have to be developed, - 

Of course, tHe uie of income in §cbool equalization formulas will alter 
current patterns of the distribu^n of state aid.*"^ In general, income 
factors redistribute aid from higlier-incpme suburban school districts 
tp lower-income rural areas a^id to lower-income central cities. How- 
ever, it should be emphasized that not all central cities have low 
average incomes, and those that do not may not be eligible for 
increases in state aid if an income factor is included in the equali^a^ 
tion formula. Obviously, formulas that allocate aid on the basis of 
both property value and^ncome will^especially target aid in school 
districts with low-income as weLl as low-prpperty wealth measures, 

CategoHcal Aid Versus General School AW 

To date, most school finance reforms have focused on the general - 
equalization aid programs. However, equalization goals in school 
finance include not only wealth equalizatibh but also pupil-need 
equalization. The latter usually re-^uires a restructuring of the cate- 
gorical aid programs. Some states, such as Florida, New Mexico and 
Utah, have included changes in categorical aid structures along with 
changes in general aid structures in their school fin^^e reforms. In 
many other states, such as California, Kansas, South Carolina, South'^ 
Dakota and Tennessee, the rationale for equalizing numerous cate- 
V gorical aids is being discussed much more frequently. Arid in some 
states, Massachusetts being a prime example, the competition 
between categorital aids and general atd has reached center stage as 
the costs of comprehensive special education programs have 
mounted. The rapid growth in the funding of categorical programs 
and the link between categorical and general aid programs is one 
more issue that will complicate school finance reform activities in the 
coming years, < 

There are three basic factors in the issue of categc^4cal versus general 
aid. The first concerns equalization goals. The question that is being 
asked frequently by many state.policy makers is why categorical aid^^ 
is not allocated via some equalization formula as is general aid. The 
question is an apt one. Except for those instances wherp the sta 
funds fully (in fact as well as in theory) the excess costs assoqateL 
with a categorical program, such as vocational education, special* 
education, compensator}^ education or bilingual education, poor g° 
school districts have more difficulty in raising their share than do ^■ 

^^See, for example, Allan Odden, "Alternative Measures of School Distnct 
Wealth," Journa/ of Educaiion Finance, 2 (Winter 1977), pp. 356^379, 
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wealthy school districts. This fact is true for operational progr^ni^, 
such as those just mentioned* as well as capital constructiQii fte^^^S / J 

and debt retirement. There is no substantive reason for Aot e^u^liting * 
the structure of categorical aids. In fact, recent evidence: f ugg^stf 
that wealth-related inequities can creep into tl^i\ ^t^gortqwv^ 
allocation process when an equalization formula is cfot ugdd,-^/^his; i 
has occurred especially in many states that use a partial ^^eeil^ctifft * 

reimbursement schedule for special education state aid. ^ " " c 

- \ 

^. - - ■ ■ 

Some states j most notably Florida, New Mexico and Uta'h,^ hdy^ 
begun to equalize the allocation of numerous categorical programshy 
using^ pupiUweiffhting^system, wherein the costs of educat.ion^ser= .1 
vice^for various ^pes of students are-given a weight relative to an C 
average student and then, via an equalization formula^ state aid is i'l 
allocated on the basis of the number of weighted students in a school v 
district.*^ PupiUweigbting systems constitute a major advance in the ^' 
structuring of categorical programs but suffer from the lack of a 
substantive and objective way to determine^the different weights. 
Nevertheless, they do represent one direction stages can choose to 
begin allocating categorical aid in part on the basis of relative school ".^ 
district wealth. ^-^ ■ ^ 

The second factor associated with categorical aid is the increas^g . 
financial burden such programs are placing on state arid local bud- 
gets. Ten years ago categorical programs constituted a small portion 
of school spending at both state and local levels. But t he rapid imple- 
mentation of comprehensive special education programs, programs 
for the linguistically dilferent student and other high-cost speaial 
programs have greatly increased the percent of the total bud^t 
consumed by categorical programs, e^ecially special education. ^'^ 

The third ^ factor, really a corollary of the second, is the emerging 
competition at both the state and local levels between categorical and 
general aid dollars. For example, in many states special education aid 
has the first call on state public education appropriations. In Massa- ' 

*^See, for example. Donna Shalala, Mary F. Williams, Allan Odden, et aK, 
Equalizing Educational Opportunity in Con^ecticuJ: and William H. Wilken 
and David Porter, State Aid for Special Education: Who Baneftfy f ( Wash- 
ington, National Conference of State Legislatures, Octobt'f 1976). ^ 

*^See, for example, Jack Leppert, Larry Hiixel, Walter Garms and Heber 
Fuller, "Pupil Weighting Formulas in School Finance ^form,"*in Sc/ioo/ 
Einancc Reform: * A LegislatorH' Handhook, ed. JohiM. Callahan and 
William H. Wilkin, pp. 12^26. ' - - 

^**For some literature on pupil weighting programs, see Richard Rossmiller, 
"Resource Configuratiort and Costs^in Educational Programs for Excep- 
tional Children," P/flnnirt^ to Finance Education, ed. Roe L, Johns, Kern 
Alexander and K. Forbus Jordan (Gainsville, Fla.: ^National Education 
Finance Project, 1971); and William McLure, ""Pupil Weightings," f/o«r«a/ 
^ of Education Finance^ 2 (Summer 1&76), pp. 72-82. 

-^See William H. Wilken and David Porter^ State Aid for Special Education: , 
Who Benefits?, Chapter L ' j ■ K 
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chusettg, this has decreased absolutely as well as relatively, the 
S number of state- dollars for the general aid formulates At the local 
level a similar kind of competition is developing. In fact, the rapid 
and quite visible expansion of.special education, a service receiving 
almost universal support in the past,'has produced negative rfeactioni 
^among many parents of "normal" children who feel tiie nonspecial 
student is being*negredted. Whatever the truth of this paintfof view, 
there ig an emerging competition between categorical and general 
aid in both etate and local eduction budgets. This issue will be raised 
with more frequency in the future and should receive research 
attention. 

While there may be some negative reaction to the rapid escalation of 
service^s for the*%pecial educatibn student, the proper implementation 
of special education services may be very beneficial to minority stu- 
dents in public schools, particularly^ in Southern states. State com= 
pensa^tory education programs, while adopted by numerous states 
outside the South, never caufht on at the state level in the South. The 
emerging phenomenon of underfunding, discussed below, may 
further disadvantage many Southern minority students. But special 
education programs, now mandated by many courts, have the poten- 
tial for funneling extra education services to minority students in 
Southern states. While the practice in the past has been to label dis- 
proportionate numbers of minority students as mentally retarded or 
emotionally disturbed, and while this practice still exists to a great 
degree in ruraLareas, the inclusion of programs for the learning 
disabled and the slow learner has funnelled special education ser- ' , 
vices to minority students with identifiable educational problems. 
This phenomenon should be monitored closely to assure ^ nondis- 
criminat(5ry pattern in the delivery of special education services. But 
the potential. of expanded special education pr-ograms as the 
politically viable vehicle for expansion of needed additional eduea- ' 
tion services for many minority school children alhoulfl not be under- 
estimated. > 

Cost^of-Education Differentials Among School Districts^ 

It is well known that the cost of providing education services difiers 
among regions and school districts in a state. Put another way, a 
given level of education services may cost a certain amount in. an 
average school district but it will cost more in some school districts 
yand le^s in others. The dGveiopment of cost'Of-education indices 
among local school districts has been an elusive goal in the school 
finance pohcy area, but recent economic fesearch has advanced 
greatly the degre^to which states may now takei these different g 
levels of cost into effect in new state aid formulas. In short, tequal^a= 
tion of education price difTerentiuls now can be accomplished to a 
large degree in new state school aid programs. 

i«See William H= Wilken and David Portiir, Stato Aid fi)r Spucini Educatin 
Who Btfne fits f , Chnpter r 
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It muit be emphasized that there is a critical distinction to be made 
between education expenditures and education costs. DifTerences in 
education expenditures are caused by two factors: difTerences in the 
amount or quality of education services demanded and differences in 
the costs of providTng those services. Differences in the amount of 
education services purchased 'are, in general, within the control of 
local school decision makers. pifTerenceB in the costs of edut^tion 
servicei, ho%ever, are essentially beyond thf control of lopal decision 
makers. Holding quality constant by statistical techniqdes, it is the 
-^fi^lsrs involved in^jroducing diflerences imeducation costs thai aje 
used ^ calculate cost-of-education^tidice& 

Differeriees in education costs are caused by tj^ee major factors: 1) 
socio-demographic characteristics of the'^ school district, such -as 
geographic loc&tion, number of pupils and ethnic composition of the 
student body; 2) pupil-need characteristics such as the percent of 
students needing special, compe^nsatory or other high-cost education 
services; and 3) lejgal and time constraints afTecting school districts^ 
with declining enrollments such as teacher tenure laws, staff lay-off ^ 
procedures and short-run excess school building capacity. To calcu= 
late cost^of-education indices, the effects of these kinds of factors," 
which are outside the control of local school decision makers, must be 
isolated and, holding'the quality or level of school services constant 
*^acroBS all school districts, used to determine an index of education 
costs for each individual school district. In most ^stances, cost indices 
indude only the first uncontrollable factor; the other two factors are 
analyzed by other means. But a cost index could incorporate the extra 
costs due to pll three factors. 

Frey,^'^ Brazer^^ and Grubb^* conducted the pioneering economic 
fesearch^'work in the area of education cost indices. Recently, ECS 
conducted a cost-of-education inde5^studyiorthe"Missouri Governor's 
Conference-on Education and developed regional as well as district- 
by^district cost-of-education indices.^?. ECS will be refining its work 
in Missouri' over the next year= NIE recently has contracted with 
Killalea Associates to do cost-of-education index work as well ' 

^'^Donald E. Frey. Thi* DeterminantH of Teachers Sn /fine's in Ninv Jorsoy 
(Washington, D. C.: The National Urban CoaHtioTi, May 1976). 

^"Ha^ey Bra^r, "Adjusting for DifToronces Amoiig School Districts in thu 
Cost of Ed^S^ion Inputs: A Feasibility R export," Selected Pcmops^+fi 
School Finance, 1974 (Washington, D.Cj U.S. Department of Health, 
Education and Welfare, OfTice of Education, 1975). 

^^W. Norton Grubb, "Identifying Teacher Supply Functions and ConBtruct^ 
ing-feost Indices:. Methodological EKplorationH wit^ Califtjrnia Uhificd 
School Districts," Selected Papers in School Financa] 1975 (Washington, 
D. C: U.S. Department of Health, P^ducation and Welfare, Ofllce of 

. Education, 1976). 

22Jay G. Chambers, Allan Oddon and Phillip K. Vincent, CoHt-of-Education. 
Indices Amon^^ School OistrictH: An AppHccitum to the State of Mttihouri 
(Denver, CtAo.; Education Commipion of the, States, December 1976). 

22 26 



AUKougK the methodolo^ used to develop cbit-of-aduca^orf indices 
^^^i^ oomplicatedrto the Uyperson^ it reliiei on baiic economic / 
theory and^utilizea jtandard economife techniquei. It rapidly is be- -* 
comlag possible for states to develop coit-of-educati^n indices in 
order to corapensata, school diitricts f&r durances in education coSs 
as well as differences in school distriet wealth. The indices alio can be 
for basic school finance analysis to separate thosf elements of 
Mpenditure per piipil disparities caused by coat difl^^nces from 
f I'itti^nts caui^ by differences in local wealth or local choice 

llie development and use of cost indices are not, however, without 
political implications. Costs of a ^ven level of education services are 
usually higher in urban than in rural areas. Within urban areas, the . 
costs in central citi^ are generally above thqse in suburban school 
districts. Tlius, 'given a certaift amount of state aid, the use of a cost 
index funnels relatively more aid into' th# urban areas, especially 
. central city school district© j and relatively less Aid into the rural ^ 
areas.23 However, an income TQctor generally wilf have just the appo- 
site effect. Thus, it may be that the use of cost-of-education indices 
will have to be implemented simultaneously with the use jof an 
income factorin a dlitributidnal formula to produce an equalization ' 
of cost as well aa equalization of property and income wealth* 

The Impact of School Fmance StruofiiFes ^ 
on Minority and Low-Income Studetits \, ^ 

C i ' '' ' . ' t" -'f 

The thrust of recent school funding chfinges has been toward elimi- 
natinf the relationship bjtween property wealth and expenditures ^ 
per pupiL TOis goal, however, often times is somewhat incompatible , 
with attempts to foqus needed inereased education services on low- 
income and minority ptudents wh6, in many states, are not concen- ' 
tr^led.in low-property wealth school districts. While the impact of 
schooUfun^fng structures on minority and low^incopie students has 
been raised by a small ^oup of peNons across the country over the 
past few years, its importance is far greater thap the attention it has 
been given. The specifics of the fssue among {hm states involve a Wide 
v^iety of problems that merit a^preased research ^nd analysis. 

The basic concern is how ^current or reformed school finange struc- 
tures impact school districts with concentrations of minoriti^'and low- 
mbome children. This probfemiias received some atteri^ioft but often 
is ignbred in most schooF finance analyses:^^ j^j^jj j^jg funding, ' 
however, theJssujB will be studied in deptft over the next yeanin six 
states that have enacted recent school fmance reforms — California, 

Jay G. Chambers, Allan Odden and Phillip Vincent, Cost^ofcEdu^ 
cation Indices Among School Districts. 

National Urban Coalition has funded school finance reform projects 
that focus their efTorts on minority issuei in school finance in four statas ' 
Colorado/ Califbrnia, Texas and New Jersey. B& Finance Focis (June ^ 
i976),for a further description of these projects. ' ' 
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ColoradOl Michigan;^ New Jafsey, Nev^exico and Texas.^^ , . 

Oh© finding that is likely^to emerge f|6m the NIE study.is the dif^ ^ 
fereneei in tha impact of school flnanc^ structures^n urban minor- 
itlti ILS oompared with rural minoritijls, as well as on urban poor 
as oompared with the rurar poor/ The fiscal and demographic chat- 
aeteriAic0s«tt irban and rural school distncts often ar^ markedly 
different. Thus, school finance policies focused on minority andjow- 
-in^me children may have to be designed on a twottit red basis in 
order to benefit minority and low-income students in both urban and 
rural aetti^p. ^ ' ^ ' . : 

One minority group that has been almost ignored thus far, in schooT 
finance policies is the American Indian, Although, many IndiaM 

. attend schools supported entirely by the federal go vernme;it through 
t^e Buraau of Indian Affairs* there is niounting debate over the 
financing and gov^marice of these schools as Wf ll as heightened 
jensttiyity to state and jocal policies' that ^flect Indian students in 
stati and locally supported pubfic schoqls. In those states that haye 
lio state aid program for capital construction, for example, pAiblic 
schobls on Indiah reservation land mce a nearly impossible^ta^k of 
c^structing adeqnate school buildings because they have virtually 
n0 local property tax base to guarantee capital construction bonds. 
Another issue concerns the potential dismantling of the federal 
John&on^O'Malley program and the lack of state programs fof 
replacing those funds/Arizona and New Mexico particularly are 

l4ffected by doncentrations of Indians, but many other states in the 
Midwest and West 'must begin to research more thoroughly the 

' impacfon Indian students of their schooLfinance polici^^® , ^ 

A'thiri issue, relating primarily to Black stldenti, concerns what has 
been termed the ^-underfunding" phenomenon in some Southern 
states. What appears to be happening is that as white students 
withdraw. from the local public school system, which then becpmes 
heavily ^ minority, the locaP community refuses to levy tax rates 
sufficient to support adequate services in the^ predominantly Black 
piiblic schools; This probl«i presently isbeing researched by various 
groups, including the Lawyer's Committee ^pn Civil Rights Under 
LJv' The isspe vSjl be given close scrutiny in the states of Alabama, 
i^siana/Missisiippi, North Carolinai South Carolina and Virginia 
ov6r the next few years and coifld lead to a new round of school 
finance litigation. 

Finally/the emerging numbers of programs, court cases and state 
and federa^aws aflecting bilingual education must be watched and 



^mobert Brischetto of the rntercuUural Develppment Research Association 
in San Antonio, Tex^s. will be the principal investigator of this study, 

«^e, for example, M. David Alexander and Richard Salman "Financing 
Indijan' Education,^>t/oiir/iarof Education Finance, 2 (Summer 1976), 
pp. 33-45, V 
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analyzed carefully. These programs, although ignored for too long, 
require signiflcaftt inqreasea in funding and, hence, raise new 
; financial considerations at, both the state and local leyels. 

In addition, the extra educational needs of Spanish-sumamed stu- 
dents may different from those of Black students. The fiscal and 
demographic characteristics of school districts with concentrations of 
Spanish-surnamed students often are different from those school 
. districtfi with concentrations of Black students. These differeoicea will 
Kaip to be scrutinized closely in order to insure that revised school- 
funding policies beneflt all niinority populations. 

In short, not only may there be differential impacts between some of 
the standard forms of school finance reform and fiscal policies bene- 
fiting minority and low-income students, but also there nmy be a 
need to develop differential policies to benefit all minority groups and 
low-incbme studenti in different geographical locations. The impact 
of school-funding mechanisms on minority and low-income students 
will continue to be raised by many interested persons, and the 
issues involved will become additional components of school finance 
reform activities in the futy*e. 

Public Education and Changing Demographic, 
Economic and Political Patterns ^ 

Too often prior to the 1970s, achooJ finance was viewed in isolation 
from the larger public finance sector in which it was imbedded. Al- 
though the perspective of school finance has bro&dened in the past few 
years (now drawing on economists, pQlitical scientists, sociolofists, 
and lawyers. as .well as educators), dramatic shifts in the national 
demographic and economic scene are producing new strains oa 
support for public schools. New school finance policy makers must 
take these broader social movements into account in formul^ing 
future education finance policies. 

__ ' <^ ' 

The most obvious of these social changes is the decline in the birth 
rate and the accompanying decline in public school enrollments. The 
Striking fact of declining enrollments is that the issue was virtually 
^unmentioned five years ago. Yet the decrease in the number of 
births that prodlice^ the drop in enrollments had taken place years 
prior to its manifestation. The fact that declining enrollments have 
made their impact in a time of spiralinf education costs as well as 
recession in the national e^^omy necessitates a thorough analysis 
of its implications for sGhoo^tonance. 

Declining enrollments create fiscal, budgetary and managerial 
problems at both the state and local levels. Because state aid is 
based, in part, on the number of students in a school district, a loss of 
students can cause a significant decrease in^state aid. Since school 
districts face time constraints in their ability to trim education costs 
as they lose students, the decrease in state aid often occurs before 
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costs pan ba reducedl^e result is an unplanned fiscal squeeze for the 
local sahool district. 

Declining enrollments also produce unanticipated administrative 
uncertainty in local school districts^ since local administratorSi for 
the most part, hwvm been trained for a period of rapid increase in 
demand for education services and often lack the managerial and 
budgetaiy skills for decremental planning. Finally, the results of 
^nrmativi action programs, implemenlted quite recently, often are 
erodad in declining enrollment districts because teacher seniority 
laws, requiring a last-hireH, flrst-fired procedure, force minorities 
and women out of recently acquired upper-level staff positions. - 

Policy research on the issues related to declining enrollments and the 
development of alternative policies directed at the problem are just 
under way . Iowa and Illinois have just completed descriptive studies 
of the phenomenon in their states,^'^ ECS conducted a similar study of 
the fiscal effects of decfthing enrollments in four additional states — 
Missouri, Michigan, South Dakota and Washington,^® Reports from 
additional declining enrollment studies should be available in 

A few^state policies address problems created by declining enroll- 
ments. Most of these focus on the way pupils are counted in th^aid 
formula. Usually the averaga pupil count of the previous three years 
or a pupil count that diBcounts a proportion^ usually 50 percent, of the 
number of lost pupils is used. Minnesota, however^ has implemented 
programs that compensate rapidly growing school distriets for hiring 
experienced and thus high-cost teachers that have been let go in a 
declining enrollment diitrict. But the characteristicB of the problems 
created by the declining student population are far from being well 
known; the policy work on the issue will be a task facing numerous 
state policy makers over the next few years. 

An aspect of declining enrollments is its impact ori many of the 
nation's large central cities. These school districts, already wealthy 
when measured by assessed valuation per pupil^ look even wealthier 
on this standard measure of wealth -when the number of pupils 



^yohn J, Callflkhan, William H. Wilken, et aL, A/l Assessment of the Tax and 
Empenditu re Eq u ity of Iowa a Sch ool Fi na nee System ( Wash i ngton , DC, i 
National Council of State legislatures, Febr^ry 1976): and G. Man 
Hickrod, et aL, Enrollment Change and EducdtionQl Personnel Change 
(Normal, IlL: Center for the Study of Educational Finance, March 1976), 

^^AUan Odden and Phillip E. Vincent, The Fiscal Impacts of Declining 
Enrollments: A Study of Dmlining Enrollments in Four States: Missouri, 
Michigan, South Dakota \nd Washington (Denver, Colo.: Education 

. Commission of the States, December 1976). ^ 

^^The NIE funded a series of stlkdies of declining enrollments during 1976. A 
summary statement and annt^ated bibliography of these studies will be 
available from the NIE in the\^ing of 1977; 
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decline. The problem is that^ simultaneously with this phenomenon, 
mai^ of these core cities are becoming increasingly burdened by 
rising numbers* of students with high-cost special education needs as 
wall as a stagnant or, declining total tex base. Thus, often tirfies 
sdiool flnahce policies can doubly disadvantage central city school 
districts that are experiencing declines in their public school enroll- 
ments. 



Coupled wth declinlri^ enroll^ have been three other forces 
eoting politi^l support for school finance reform: rising costs of all 
tervtces, includlhg education; a recession that has left state and local 
budgets leaner than expected; and apparent declines in student test 
soo'res. Iiyaddition, and perhaps even more important, is the increase 
in proportion of older persen® in the nation's population and the 
higher denaands for services to meet their needs, including health 
care» expanded old-age assistance programs and lifelong learning 
opportunities. These events justifiably have combined to prdduce 
demand for more education accountability and increased education 
productivity. In many states, legislaiors have responded by imposing 
a variety of expenditure controls, tm rate limits and state aid caps on 
local school districts.^° i 

Whrle some of these larger national events may have been partially 
misinterpreted — for example. National kssessment of Educational 
Progress test results show stable test scorW for junior high students 
and increasing scores for elementary studettts^* — the fact remains 
that these larger social, economic and political events are impacting 
heavily on the political support for education financing, As these 
events unfold, thereforej education finance policy makers must again 
broaden their policy views and formulate reasonable finance policies 
that will continue to receive neededFpolitical support even as shifts in 
national political' configurations are oqcumng. 

The Federal Role in Education Finance , . 

Federal involvement in supporting public education in the United 
States peaked in the mid-60s with the passage of the Elementary BLnSt 
Secondary Education Act of 1965. Since that time, it has been the 
states that have been the pioneers in enacting new education policies. 
In particular, it has been state action that has produced the large 
number of school finance reforms during the last five years and ii has 
been state funds that have supported the vast increase in special 



^^ee* for. example, Dale Cafctanach, Robert Land and Lloyd Hoopgr,, "Tax 
and Expenditure Controls: The Price of School Finance Reformi" in. 
School Finance Reform: A Legislators' Handbook ^ ed. John J, Callahan ^nd 
William H. Wilken, pp. 60=72. 

^^National Assessment of Educational ProgresSj Reading in America: A 
Perspective on Two Assessments (Denver, Colo.: Education Commission of 
the States, October 1976). 
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education services.^^ Nevertheless, the federal government continues 
to play important role in financing selected important education 
progranos. * 

T^e stracture dC raany federal aid programs for education atid their 
expanding rules, regulations and reporting requirements are coming 
under mounting criticism from state46vel policy makers, ^wever. 
Federal impact aid.und#r Public Law 874 provides one cleaRexample= 
tKe objective of this^pro to compensate local .school districts 

for iiicrQases in its pupil population and expenditures that accompany 
the installation of a major federal facility as. well as for losses in the 
local property tax base that may result from the exemptioii of federal 
property 'from local and mtate taxation. Over a decade ago when the 
impact aid program was developed and when state equalization aid 
programs were in their infancy, these federal objectives helped main- 
tain equity in state/loml schoorfinance structdres. But fully imple- 
mented state equali^atioTi aid programs also compensate local school 
districts for low property wealth' per pupil. Thus, for the spates that 
have adequate state equalization programs, federal impact aid cap 
become a major disequalizing element in the system by constituting 
a "windfall gain** for some school districts. Although this issue has 
been partiallyTecognizedSy the Congress^ ^ j^g in changing the 
impact aid regulations and allocation mechanisms is hard to 
justify.^^ 

Another example of the intergovernmental frictions^ that have 
emerged in overlapping state and federal aid programs is the federal 
compensatory education program^ Title I of the. Elementary and 
Secondary Education Act of 196S5 and state programs of compen' 
satoiy education. Requirements for targeting Titlie I funds as well as 
comparability requirements for schools within a school district often 
create situations that disqualify schools from state funds if the fed- 
eral Title 1 funds are accepttad ard vice versa, In some states, the 
contradictory regulations can injec t disequalizing elements into the 
total aid^Uocation system; WhUi some of these unnecessary frictions 
' have been eliminated with the publication of revised Title I regula- 
tions, numerous frictions remain unresolved. 

Perhaps the most intense controversy now brewing concerns the^new 

3^William H. Wilken and David Portefj' State Aid for Special Education: 
Who Bene flts? 

s^Title III, Sections 304 and 305, of Public Law 93-380, the Education 
Amendments of 1974, amends Section 5Cd){2) of Public Law 81-874 to 
allow for the deduction of impact aid, under certain circumstances, in 
calculating state equalization aid. . . , ' \ 

3^ee John J, Callahan, William'H. Wilken, et aL, Impact Aid and Basic 
State SchM Finance Programsy Can They Be Made More C&mpatible f 
(Washington, D,G.: National Conference of State Legislatures, 1976) for 
a discussion of ways toantegrate the objectives of federal impact aid and' 
itate equalization programs. ' ; ^ . 
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fademl Education for All Handicapped Children Edifitioh Act, P. L. 
94-142, passed by the Congresi in 1975, This bill creates a right to an 
adequate education for all children in a state* regardlessof handicap. 
Cuirently, the bill also funnels a great portion of the federal aid 
directly to local school districtfi, bypassing the state and ignoring the 
wealth of local school districts as well as the receipt of stAte funds for 
sptcial education, kfthe numerous states that have implemented and 
^^^ded cpo^reheiyivii special education propams, the new federal 
biU ^eatens to undermine the adequacy as well as the equity of the 
state-initiated systems. Other states without fully implemented state 
programs are postponing state efforts until the rules* regulations and 
^al aid allocation systems of this new federal bill are detigrmined. 

The general issue that pervades these examples is the federal govern^ 
mentis development of education policies that are not coordinated 
"lyith similar state programs. Although it may have been true in the 
past that federal programs were developed to address education prob- 
lems ignored by the states, the prominence of the states in pushing 
the frontiers of education policy over the past decade requires a 
reevaluajbion of the federal process of education policy enactment. It 
is not an insurmountable task to coordinate the development of com- 
plementaiy state and federal education programs* but it will require 
initiative on the part of the states and recognition of viable and valid 
state interests on the part of the federal government. This cooperation 
in the creation of education policy is probably the most significant 
new erement in federal education finance policy that may occur in the 
latter half of the 1970s. 



In this light, national attention will be focused on the results of the 
states' use of federal Section 842 funds, which are now available to 
states for the dievelopment of state equalization aid programs for 
public elementary and secondary schools. Rather than enacting a fed- 
eral general aid^rogram for education, the Congress decided that at 
this point the most appropriate federal role with respect to general 
education suppoH was to help sponsor the policy research needed to 
develop enhanced itate equalization structures '^ As the uses made 
of these funds become known over the next few years, further evi- 
dence of the efTicacy of making federal funds available to state 
departments of education for the coordination of applied education 
policy research will be produced. 

Collective Bargaining 
Activity on collective bargaining issues has occurred^mainly on the 



^^In Financing SchoolB and Property Tax Relief - A State Responsibility' 
(Washington, Advieory Commission on Intergovernmental Rela- 

tions, January 1973), the ACIR eoneluded that statei had the constitu- 
tional responsibility and fiscal resources to solve the problems of equalizing 
education finance. 
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'political front, But the flnancial implieatione of the existenct of 
eolltetive bwgaining is an issile that merits close scrujbiny. Edrlier 
#©iearch indicated that collective bargaining has a minimal influence 
on ^auj^tipn cbrts/specift salaries. More recent research 

has utilised « different methodology, with the teacher and not the dis- 
trict as the lAit of analyiis, and with intranstate re^onal as well as 
disfarfoViife^* yhis research hai ^hown that collective bargaining 
canin^ase teacher salaiy^i^^ up to 15 perc^nt.^^ The inter- 
relationships that may exist bet^en collective bargaining laws and 
school finanee structures is also gn issue that merits attention and in 
197T Will be the topic of at least preliminary investigation by 
Anthony ^Crtss well at NorthWestem UniveniV^ Collective bar- 
^gaining and its implications for school finance poUcy is another major 
policy issue thiit ii being raised ih state legislative halls and for which 
answers based on substantive investigfition will be needed over- the 
next few years. - 

School Finance and State/Local Tax Policy 

Perhaps the most ignored aspect of school finance is its relationihip 
to state and local tax policies. Although recognition of the inextric- 
;iibli link between school finance policy and state/local tax mech- 
Wirisms has always been acknowledged, substantive attention has 
been focused almost exclusively on the distribution rather than the 
collection side. This fend may be changing, however, if the recent 
school finance studies conducted by NCSL and ECS^® and the new 
Vermont stu^y^.^ areiany indication. AH include analysis of state and 
local tax policies as'an integral part of the overall school finance 
study. Finally , it siems likely that many states will utilize the federal , 
842 funds to coftduct tax^iicy analysis and develop alternative state 
and local tax policy op^hs as welL^° 

*Tor a deibription of th^'^lleCtive bargaining laws for education among the 
states lee Doris R^ss, update: Collective Bargaining in Educatibn (Den- 
ver, Colo : Educatioit ^mmission of the States* January 197^, 

3^See Jajr G. Chambers jV"The Impact of Bargaining on the Earnings of 
Teaehers: A Rephort oniCalifprnia and Missouri," a paper presented to the 
U,K,-U,S. Conferenc^^ Teacher Markets, University of Chicago, Decem- 
ber 1976. ' 

^^Allan Odden and PhAfip E. Vincent, et aL, Ana/yg£S of the School Finance 
and Tax Structure' ^ Missouri, Chapter 4; Allan Odden and. Phillip E, 
Vincent, Report of40k Task Force on School Finance of the South Dakota 
State Board of^ucation (Denver, Colo.: Education Commission of the 
States, 1976), Chapter 3; and John Callahsfn and William H, Wilken, et aly 
An AsseBsment of the T&x and Expenditure Equity of Iowa's School 
Finance System, Chapter 2, 

3«The Education Policy Research Institute of the Educational Testing Ser-^ 
vice IS conducting a tax and school finance analysis for the Vermont State * 
'Department of Education,. 

initial indications are that some states =-.for example, Florida, Montana, 
Minnesota and California = may apportion some part of their 842 funds to 
investigate tax issues. 31 
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One msyor issue on the ^bx side is the equity of the structure of stdte 
and local taxes^ i^e;, the b?vden by income clasSu At issue here is the 
degree of repressivity or prbgressivity of each state and local tax used 
to support public schools as well as Wie burden of the combined tax 
system used for education funding. Although most state and local tax 
stractures tfe regressive overalH* (the progressivity of a stAte income 
tax being offset by the regressivity of nearly all consumption taxes)i 
the hottest d0bat©' in ta^ burden ahalysii concerns the commonly 
accepted regressi vity of the property tax,"*^ &>me new public finance 
icholan are making theoretical claims of progressivity for this tax 
but some recent empirical research has documented the persistent 
regressivity o^the property tax in the low-incoihe ranges under all 
economic theories, Although school flnahce structures can achieve 
equity on the expenditure side wholly apart from any taxpayer 
equity, the fairness of the burden of the tax ^ructure supporting 
public Schools is a legitimate issue that will be raised with increasing 
fervor over the next few years. 

Closely aligned with the equity of a state land local tax structure for 
education is the elasticity or revenue-producing potential of the 
structure. Regressive tax structures usually are inelastic as well. 
That is, for every one-percent increase in personal income there is less 
than a one-percent increase in state or local tax revenues. More 
elastic revenue structures generally are more progressive, ^- 

In this light, the importance of a diversified state tax struqture can- 
not be overstated. In general, those states that utilize all major state 
taxesj including income as well as sales taxes, have had greater fiscal 
flexibility in funding education finance reforms. The debate^ New 
Jersey centered more on the Jack of a state income tax than dn dis- 

'**Donald Ph^Tm, State-Local TaxEquiiy (LexTngton, Mass.r D.O Heath and 

Co,; 1973). ' 
'*-For the classical discuasion of the regessivity of the property tax, sea 

Dick Netzen The Economics of the Property Tax (Washingtoft, D. C.tThe 

Brookingg Institution^ 1966). 

Henry Aaron, Who Pays the Property Tax? (Waehingtqn, D,C,r The 
Brookingi Institution, 1975) and Peter Mieszkowski, *'The Prdperty Tax: An ' 
Excise Tax or a Profits Tax?" Journal of^ Public Economics/ 1 (April 
1972), pp. 73-96. 

'*'*Airan Odden and Phillip E. Vincent, The Regressivity of the Property Tax: 
The Incidence of the Property Tax Under Alternative Assumptions of 
Incidence in Four States = Connecticut, Minnesota, Missouri and South 
Dakota (Denver, Colo.: The Education Commission of the States, December 
1976); see also Dick Netzer, 'The Incidence of the Property Tax Revisited," 
National Tax Journal, XXVI (December 1973), pp. 515-36. . 

^'^e Allan Odden and Phillip E. Vincent, Analysis of the School Finance and 
Tax Strucjure of Missojiri, Chapter 4; and Allan Odden and Phillip E, 
Vincent, Report cif the Task Force on School Finance of the South Dakota 
State Board of Education, Chapter 3, for additional discussion of the 
interrelationship between the equity of a tax structti remand the elasticity bf 
its rev-jRue potential - . , 
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agFeamanta 'over school finance eciualization goals, Similarlyj the 
slow movemfen^^ward significant and fully funded school finance 
reforms in Connecticut, South Dakote and Washington are a result 
primarily of the lack of state income taxes and, thus, the lack of state 
ftin^ to finance a reform effort. ' 

At the local level there are numerqus property tax ipsues that 
impinge on schbol finance reform efforti. As one looks back dri the 
school finance reforms of the 1970s, one cannot overlook the impor- 
tance of property tax relief as an important element^ if not the most 
important element, pf the reforms in many states. Arizona, Colorado, 
Kansas and Minnesota are just a few of the states that made property 
tax relief a central element of their total school finance reform 
packages. 

While such a general property tax reduction may be -a hecessary 
political component of a successful school finance reform effort, there 
are policy issues imbedded in such changes that need more^tudy . For 
example, the impact of uniform prpperty tax roUbacks financed by 
Increases in state income taxes needs to be analyzed by income class 
as well as by income source. In South Dakota , for instance, prelim- 
inary. evidence suggests that such a reform would be a net benefit to 
middle^ncome farmers but a net loss to middle-income wage earners 
in urban areas. Since tax relief is often one component of school 
finance reform, further investigation of the effects of various tax 
reforms nefeJs to be conducted to insure equity on the tax reform side 
as well as the school finance reform side.^^ 

In addition to oyeraU property tax relief, however, there also has been 
interest in expansion of state-financed ''circuit breaker" programs of 
property tax relief that funnel tax relief to low-income persons 
experiencing property- tax overburdens,^* Michigan, Minnestoa, 
Oregon, Vermont and Wisconsin are examples of states that have 
adopted circuit breaker programs of property tax relief that benefit 
all low-income persons, regardless of age. These programs are the 
most effective and efficient mechanisms for reducing the regressive 



^^Allan Odden and Phillip E. Vincent, RepoN of the Tank, Force on School 
Finance of the South Dakota State Board of Educationi Ppi 72=74. 

^WoT additidnal evidence of the efTects of state financing of property tax 
reduction gee William ^)aklandi "Incidence and Other Fiscal Impacts of 
State Aiiumption of Education Costs: Balt'imore " National Tax Jour nal, 
XXIX (March 1976), pp. 73-85; L., Kenneth Hubbell and Gerald W. Olson, 
^'Alternative Methods for Funding Property Tax Financial Services: 
Kansas City,'* National Tax Journal, XXIX (March 1976) pp. 86^94. 

^^For a summary of state- financed circuit breaker programs of property 
tax relief/ see Propdrty Tax Circuit-Breakers: Current Status and Policy 
Issues (Washington!, D.C: Advisory Commission on Intergdvernmental 
Relations, February 1975). 
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' property tax burden placed on low-income households." 

TTie aBSpBsmept of prbperty, however, is perhaps the most per- 

££?f«^HP !"^™f*"»*^* property tax. Property in most 
rtatos IB Bt.ll aiBessed at levels below legal or constitutional require- 
™nta and inequitable differential assessments stitl abound both 
I ..^^a^ witoiB^^^s of property. Currently, both MasBachu- 
^tfi and mw York State are under court mandate to bring assess- 
in all jurisdictions up to the required level of 100 
preent of market value. In the West, where the state role in property 
, tax assessment has traditionally been low, heated debates are 
occumng over assessments and^ceptable ways to "equalize" locally 
r^Wted assessed valuations' for use in a state aid equalization 
propam. Colorado, Missoun, Oklahoma and Texas are examples^f 
such states ^low embroiled In assessment reform debates. ^ 

What may be the most troublesome aspect of property tax policies 
especially as related to school funding, is the rlslni value of SlS 
property across the country and the concomitant highee local 
pro^rty taxes. There are many spin-off aspects to this phenomenon. 
First, residenttal property appears to be increasing in value at a pace 
that exceeds that of nohresidential property. Thus, the prdperty tax 
bite for homeowners is accelerating at a rate in substantial excess of 
Uiat for all other property owners. Second, with improved assessment 
procedures, especially the use of computers in annual reassessments 
as IS oone in California, increases in assessed values of residential 
property can exceed even the market value increases. This is occur- 
nngjn part because residential property in i^jtates traditionally 
has been underassessed and dramatically impro^ assessment prac- 
tices are eliminating this de facto form of tax shelter. In this same 
vein, the court-mandated increases in assessment levels in Massa- 
chusetts and New York probably will produce substantial shifts in the 
property tax burden from nonresidential to residential property. 

In short, while extralegal administrative assessment practices have 
made housing investment a de facto tax shelter for middle-income 
tamiliea in tiie past, new assessment procedures, court mandates and 
• - for homes is now breaking up this shelter and in so doing 

^^roptacing emerging resistance on the part of many middle-Income 
tamiiies to property tax increases, most of the revenue from which 
goes to school funding. The point here is not to justify past practice- 
the point simply is that a confluence offerees seems now to be pro- 
ducing significant negative reactions on the part of that segment of 
^IT!^ T^°"* y"" increased school funding is absolutely 

necessary. This political fact must be kept well in mind as states 

*Tu^^'^°" ^l""^^ E. Gareth Hoachlander. "Optimal Circuit Breaker 
Schedules and Their Application in California." mimeographed (Berkeley. 
Calif..^ University of Cahfornm. September 1974). See also Mark Bendick 
in?#r7M* Circuit Breaker Property Tax Relief." National Tax Journal 
XXVII (March 1974), pp. 19^8 ■ 
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enact school funding and state/local tax changes that require 
increiies in dollars for schools, ^ 

A flnal tax issue that has not been explored in the past but is a legiti- 
mate new concern is the net benefits of taxes and expenditures for 
scho6l$ on an income^class basis. In economic terms, this kind of 
an^ysis would indicate the income redistributive efleet of the entire 
set of taxing and spending policies for public elementary dnd second- 
a^ education. As theTedistributivt aspects of all public financed ser- 
vices become of greater interest, theredistributive impact of the edu- 
cation sector will be a major component of such inquiry.^® 

While there are numerous other tax policies related to public school 
finance, the above aj*e highlights of some of the major issues that 
join tax and school-funding policies and that need to he included on 
comprehensive school finance reforin^olicy issue agend"-- 
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Strengthening State Analytic Capabilities 



Although much of the impetus for school finance reform in the 1970s 
has come from pe^ons.and institutions not formall>^ a part of state 
government, insvfrident attention has been jiven to increasing the 
analytic and policy development capabilities of state professional . 
staff This is ribtjo iay tliat talent and^xpertise dom not exist among 
those professio^f staffin^feslatur^r departments of education., 
Indeed, mdriy si||is have v^M^i^f eforjnprogr^ with no out; 
side assistance. Naverthe^ei^^^is a ne^^to devote more time and 
*funds to enhanciMSta^^^^^f ^ to help states to 

be able to de^f^^^^^^g^l on^tiieir own initm 

One cHtical aspeOTHTO^lWy^ic capabilities is the deyelopment of 
state computer 's^^^^^iphool rmance ftimulation models. The 
vast majDrity of t^^^fetefe^at have enacted reforms, as ys^ell as of 
ih^^etates that^ilV4e^4t^ ^n^ct ceforms during 1977, . 

'J^ei^elied heavily on Khoorariance simulatioris for the development 
^policy aitfernativis as well as ^e final pacMges that have been or 
will be enacted. Offen, these simul^mns hay^been developed by out-^ 
side consultants. California. S^loMHj^-d iKans^^^ however, are 
examples of states that have devel^tfme)4^ own education nnance 
ir simulations. , 



com 



One outcome of the federal Section 8^ 
enirif of school finance 'anarytk 
sional staff. Although the matnitude^ 
use of Section 842 dollars may requi^ b% 



mnfe.ghmi;ld be the broad- 
^Sf ^late agency profes- 
i t^&M to perform with the 
gonl^astihg in most state s. 



one underlying objective should bythe t^inlT^ of state staff to per- 



soFon an example of this kind of st^idy,^ seeJWilliam Riggin. ^^Inciden^ of 
Taxes and ExpendttureH for Publfc LpWr Eduction" (Unpubhshed Fh.D, 
diesertation* Columbia University, 197 Si. 
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fonn the kinds of work that now must be done by outaidwcpnaultantSi = 
Tliis kind of training should include both the aimlytic work ojf char- 
aetsrizing and describing the scnoolflnance probleiri isaues as well as 
the deyelopment of qomputer software pro-ams to simulate a variety 
of policy alternatives that could be enacted to solve the problems, § 

In this TOih^ one of the concerns of both school finance sphplars fiind 
toe staff of state^based organizations like the NCSL or ECS that pro= 
vide technical assistance on school finance matters should^ be the 
transfer of their, knowledge and expertise to the state persons with, 
whom they are working; If equity in school finance is to . he assured 
over the long run, persons in the states with the prime responsibility 
for analymng as well as deiigning and implementing the funding 
structuf e must be equipped fully with the substantiye and technical 
skills needed td perform theix jobs as well as possible. 



III, STATE^fiY-STATE SCHOOL FINANCE 
PROSPECTS FOR 1977 



Alabama^ The stai^ superintandfiri,t of publlcdifistruction is conduct- 
ing an equalization study with federal Section 842 funds that ^^ill 
inyeatigata the adaquaay and equity of the present education finance 
system including the atete's tax structure.^ 

Alaska. The Center for Northern Educatiorial Research at the Uni- 
versity of Alaskli and the department of education currently are 
stu d5rihg.. the education sy item of the state, They have conducted 
regional Workshops to identify problems in the financing of educatibn 
^and have bfguH to examine further interrefional cost difTerentiale 
ainong school" diitricts. ' I 

' • ■ " ' ■ -■ 

Arizona.^ The state has completed a study of declining enrDllment 
issues and expects legislation to be developed from this study, 



Arkansas. Thfe governor hps submitted a proposal to revamp the» " ^ 
state's allocation system presently used to finance elementary and ^ 
faecondary schools. The qhange* would eliminate th4 hold hannlfss ^ 
clattse, set a base year to freeze the foundatipn le^el and redistribute ^ 
additional fun^s from high-wealth, to low-wealth diitt-icts. The ^ 
governor also has propoeed that "new soufces of irfcortie be developed / * ' 
for financing schools, A court case, Alma School District No} 30 0.^ " 
Dupree^ wBLB filed in January 1977 on fiscal neutrality grounds. . ; 

California. The California Supreme Court upheld the trial court's 
finding in the Serrano case that the system of school finance was in 
. .violWion of the state constitution's equal protection clause; the state 
legislature has until 1980 to enact a funding structure that will 
eliminate the relationship between educational opportunity and 
local school district wealth. With federal 842 funds, research may be _ 
conducted bn cost-of-education difTerenceSi alternative measures of' - 
school district wealth and education tax burdens. 

Colorado* The 1973 reform oflicially expires in 1977* and must be 
renewed and/or changed. The 1973 reform guaranteed $31,92 per 
pupil per mill in l976#The afisessment of property i^s as much the 
focus of attention in. Colorado as the particular structure of school 
financing. School finaijce has beeri placed as a top-priority item for 
the 1977 session by most of the newly elected legislative leadership. . ^ 

Cotmeaticut. The only state fin fhfe country now awaiting a state 
supreme court school finance decision is Connecticut. In December 
1974 a district court in the Horton case found the flat-grant school ' 
aid *sy stem to be unconstitutional equal protection grounds. The 



legislature enacted 4 new school aid fol-mula 4n early 19?5 but^ 
funded it at a low leveL If the stdte supreme cQurt upholds the 
Horion decision, Connecticut-^ struggle ipay center more on the way 
in which the state raises revenues man on thefWay the new formula 
distributes the slid: The state department of education recently 
has contracted with theEdudation Policy Research Inetitute (EPRI) 
of.fiTS to conduct a school finance study and trmn dipartment 
personnel in the use of EPRI school firiance simulation modeL 

Delawar^ It is possible that the new governor may propose major 
changes in ther state s school finance^syst4m. ^he superintendent of ; 
PHbjlc ^instruction together with economists at th^ University of 
Delaware are conducting an equalization Audy under federal Seetion 
"B4£-^fa^ijncluded in the study are the economic effects of income 
and the comp3m^on of the property tax base in the state school 
finance, structure. 

Florida, The department of education has proposed modifications to 
.the present school finaAce system, incliiding increasing the required 
local effort ta6.4 mills Wnd increasing the foundation level to $"817 per 
weighted fulUtime equivalent student. Proposed legislation would 
appropriate $30 million for the stata compensatory education pro^ 
gram> The state education agency is using Section 842 funds to study 
state education ttfx issues, education governance, the impacts of the 
state's currei^t distribution pro-am and updating of the Florida 
school Unance simulation, 

Gaprgia^ In 1B76 the Adequate Program of Education in Georgia, 
which included a district power-equalising formula, was passed but 
funding was not provided. A court cslbb, Thomas v. Stewart, ^aUeges 
that the new, school finance program, becauBe of^the absence of 
funding for the district power-equal izirig sections, is in- violation of 
the state constitution. It is anticipated that funding may be provided 
for the district power-equalizing section after the case goes to triaL 

^pwaii. It is unlikely that the state s unique school finance system 
will receive sp^ciaf attention this year. 

Idaho, A number pf bills are expected to be iJteduced on different 
methods for distributing state education aid. M^r reform measures 
do not have much legialattve support at this time. The state depart- 
ment of education is cprrently workifig ori a Section 842 proposal to 
fund a major school finance study. A court case may be filed by the 
Idaho Congress of Parents and Teachers a^fnlt the school finance 
formula^ using a litigmt^n strategy showing that educational oppor- 
tunity is less in low=wealth, iow-spending school districts, o 

Illmois. It is not likely that Illinois wilKhave any major school 
finance legislation proposed this year due to the shortage of funds 
available. There may be some legislation to change the funding laws 
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already on the books/but no details are available^at this time. SUidies 
of declining enrbllments, cost-o^education difTerences, education tax 
burdens and pupil-weighting pro-ams are being conducted with 
federal 842 funds. ~^ * . . 

Indiana. Several bills have been proposed that will increase funding 
for schools. The federal government has approved a study that will be 
funded with 842 funds/Completion date of the study will be in the fall 
of 1978. 

Iowa. Legislation that would reorganize^the 449 school districts will 
be examined. The department of public inBtrUction is conducting a 
two-year study of the entire school financing system with federal 842 
funds. 

Kansas. On December 20, 1976, a new court case was filed by a 
number of school districts on the Kansas/Missouri border against the 
state of.Kansas. The suit challenges the use of taxable income m the 
education formula, claiming double taxation (Kansas and Missouri) 
for persdns living in Kansas but working in Missouri. TheKnowles u: 
Kansas case, challenging the use of assessment^sales ratios to adjust 
local assessed values of property, is still on appeal. Study is being 
given to possible equalization formulas for many categorical pro- 
grams. 

Kentucky. The legislature will not meet in 1977. Two school 
finance studies will be conducted. The first, conducted by the depart^ 
ment of education with 842 funding; will analyze the extent of 
equalization .of the state s elementary and secondary financing 
structure. A second, being implemented through the governor s 
office, is a study of the finance and education program of the state s 
entire education structure, from kindergarten through higher educa^ 
tion Thisis one ofthefirsteducation finance studies in the country to 
an^lyzeelementary/secondary and postsecondary finance as a whole. 

Louisiana. A study is being conducted by the Committee to Reform 
Education in Louisiana on teacher education and certification. Plans 
for the state board to develop a master plan for education were 
cancfeUed. A court case, George Home and Jefferson Parrish School 
Board lk Louisiana State Board ofElenientary and Secondary Educa- 
tion chall^ging the staters equalization assessment practices, has 
been filed. 

Maine. Legislation that will shia the method of financing school 
construction with the uniform property tax to a sliding^scale funding 
approach with reimbursement units on the basis of valuation per 
pupil will be proposed. The Legislative Council of the State of Maine 
> on behalf of the Joint Select Committee on Property Trfx Valuation 
was awarded a grant from the Ford Foundation to analyze the state s 
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current property tax assessment Mystem and davelop recommenda- 
tions for changes in both the procedures and admini^strative struc- 
tures for the assessment of real property. Boo^^6aj u, Longley^ a court 
case that challenfed the School Finance Act of 1975, which imposed 
a statewide property tax with a recapture provision, is still pending. 
A decision is^ expected in late spring of 1977. 

Maryland. Legislation will be introduced to revise the state aid 
program for special education. The proposals are based on a school 
finance study by the National Conference of State Legislaturei. 
Major legislation restructuring the state's financing structure for 
elementary and secondary education also may be introduced. 

Massaehuset'ts. The board of education will be submitting a pro- 
posal to the legislature that the state adopt an equalization founda- 
tion formula to be phased in over four years. Included in this bill 
would be a save harmless provision and a weighting system for dif- 
ferent programs. Proposed legislation in anticipation of municipal 
bankruptcy in Boston will also be introduced this session. One bill in 
this area will be to repeal fiscal autonomy for local school districts. 
The department of education, in conjunction with the department of 
finance, is conducting a comprehensive equalization study with 
federal 842 funds including the following topics: (1) historical trends 
of school finance in the state, (2) examination of the generf 1 state aid 
formula and its impacts, {3} declining enrollment, (4) s'pecial educa- 
tion with a specific focus on state aid for special education, (5) pro- 
perty tax burdens, (6) school transportation and (7) altferriative ways 
to measure local fiscal ability. The governor s office also may initiate 
a school finance study. 

Michigan* Legislation will be proposed to narrow the expenditure 
gap between low-mi 11 age and high-millage districts by placing a 
ceiling of 30 mills on high-miilage districts. Also being submitted is a 
bill that would combine a weighted pupil program with the general 
aid formula. A legislative study investigating expenditure per pupil 
differences by- geographical region and school district pupil size has 
just been completed^ 

Minnesota. With federal 842 monies various school finance policy 
issues will be analyzed, including additional policies related to 
declining school enrollments and school district consolidation, 

Mississippi. A bill may be introduced requiring compulsory 
attendance in the schools. The state department of education is con- 
ducting a school finance equalization study funded with both federal 
842 dollars and state money* 

Missouri. The legislature will be considering the school finance 
reforms recommended byjhe Governor's Conference on Education. 
The recommended reforms include a two-tiered proposal; a basic 



foundation program with a guaranteed tax base for those districts 
deciding to spend above the foundation leveL The new program would 
require an additional $200 million in state aid, bringing total state 
aid to over $600 million. The new governor has $48.1 million addi- 
tional state aid budgeted to fund a school finance reform. With federal 
funds from Section 842, further study of an income factor, pupil 
weightings for special education finance and refinement of district- 
by'district cost^of-education indices will be completed sometime in 
1977/ 

Montana^ New legislation is expected for mcreasing the stpte role 
in supplying transportation services. The state d^partme^^f educa- 
tion will conduct an^ equalization study, funded with fMfiral 842 
dollars; issues for the study will be selected after the 1977 legisla- 
tive session. One or two court cases are expected to be filed regarding 
the state's property assessment practices, 

Nebraska* A bill is expected to be proposed to replace the property 
tax with a state-wide income tax to finance schools, but there may be 
insufficient legislative support for passage. The state department of 
' education will be conducting an equalization study funded with 
federal 842 funds. 

Nevada. The state department of education will be proposing to the 
state legislature a_bill to increase the budget for public education. 

~ ■ ■ ' I 

New Hampshire. Major reform legislation is not expected, A Ford 
Foundation grant to the University of New Hampshire will help 
establish a school finance study center. 

New Jereey. The 1975 school finance reform will be implemented 
with the funds from the new income tax. The results of the new 
program will be analyzed later in 1977 to determine whether it 
produced a thoroi^h and efTicient school system as required by the 
constitution, ^ i 

New Mexico. Major legislation in school fijiance i&not expected; the 
itat^ tends to enact such changes during even^numbered years, A 
major study on capital outlay is being conducted and one anticipated 
result is a proposal to enact a more equitable formula for capital 
outlay. This study will suggest reform recommendations for the 1978 
legislative session, ^ 

New York. Changes in school finance may be expected in 1977. The 
challenge in New York may be how to design an equitable mechanism 
for reducing state aid for public sehools as well as for putting a rein on 
cost increases in public education at the Incal leveL The governor's 
budget message includes both such elements for the 1977-78 school 
year. The trial in the Levittown court case, in w^i^h many poor 
suburban districts claim a state constitutional viotatioh because of 
property w©alth=related expenditure disparities, is coming to an end, 
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Five of the states largest cities intervened in the LevittoLvn case 
claimmg the current education aid formula disadvantages urban 
areas, A lower court decision is expected in 1977. 

North Carolina. Comprehensive school finance reform legislation 
will be developed for the 1979 legislative session as a result of a major 
school finance study to be conducted under federal 842 funds. 

North Balcota, Two long^erm studies are still in process one on 
Indian education and the other on accountability. From the results of 
the latter study, legislation will be introduced to improve the educa- 
tion management information system. There will also be a proposal 
to increase the state appropriation to $185 million from $153 million 
ihe state is also m the process of designing a major study to be 
financed with federal 842 funds, - ' 

Ohio. The state department of education has circulated a request for 
?T^Tl!o^'^ - a school finance equalization study center with 
^ tederal 842 fuods. The Cincinnati court case has not yet been decided 
but a decision is expected in 1977. The legislature may introduce 
legislation to add an income factor to the school aid formula. 

Oklahoma. pThe state department of education will be imple-^ 
menting a comprehensive school finance study with federal 842 
rinancing. One reform proposal being discussed would produce a full- 
stafe-^assumption school-funding system financed by a 2 cent increase 
m the .state s sales tax. , 

Oregon. The Legislative Revenue Office will be conducting an 
equalization study of the school finance program with federal 842 
monies. The study has three specific objectives: (1) to determine 
alternative measures of wealth for school districts, (2) to review the 
student^ weighting measurement for distributing school funds and (3 ) 
to improve the existing computer simulation model 

Pennsylvania. proposal will be submitted to the legislature for 
Uie adoption of a guaranteed tax base formula, with the sparsity and 
density components of the present school aid formula being replaced 
^ with a tax overburden aid program. The new proposal would restruc^ 
ture tl^e poverty measure now used in aid alloWtions by using cur^ 
rent aid to families with dependent childifcn (AFDC) figures 
combined with 1970 U.S. Census figure. Theprtposal also includes a 
pupil^weighting system for special education, thus including special 
education m the generalTunding formula instead of a cateeorical-^ 
program. " ■ . , ^ 



Rhode leland. For the last two years, the board of regents hlas 
m-oposed statewide funding of public schools; it is anticipated thK 
they will propose a similar bill this year. The department of educa^ 
*tion IS conducting an on^going study of alternative methods of 
financing elementary and secondary education. 
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South Carolina. It is likely that legislation that was presented to 
the legislBture last year on school fmance reform will be presented 
again this year for passage. The bill woiild revise the foundation plan 
by increasing the foundation guarantee and adding a weighted-piipil 
system with a minimum required tax effort. The foundation plan 
would be phaBed in over a five-year period. ■ 

South Dakota. Federal Section 842 funds have been used to further 
school finance reform^ efforts, A task force has completed a major 
study of both school finance and state/local tax policy. The recom- 
mended school finance changel include the adoption of a founda- 
tion equalization aid program with a guaranteed tax base add-on 
and extra pupil weightings fof special education, declining enroll- 
ments, small schoor size and sparsity, The governor has backed 
the proposed reform and the chances are good that the reform bill will 
be enacted. 

Tennessee. The first major study of school finance in many years 
was conducted during 1916. The reforml.package suggested by tha^ 
study includes a high-level foundation equalftation aid program with 
pupil weightings for special education and the replacement of an old_ 
economic index with assessed valuation of property as the measure ot 
school district wealth. The proposed r%rms have strong legislative 
backing and an excellent chance of being passed, 

Texas. An interim legislative committee has approved a plan to 
establish 'a -single appraisal office for each county replacing the 
several that currently certify widely varying assessed value figures 
for the same sets ofproperty. The governor recently has proposed that 
the state assume 90 percent of the cost of the state s current founda- 
tion program. It is likely that important education finance changes 
will be debated by the 1977 legislature. 

Utah The following changes will be proposed for the school finance 
formula during the legislative session: (1) vocational education to be_ 
distributed by different pupil weightings, (2) money, for reduction of 
class size to no more than 30 children per classroom to be included in 
the formula (3) the amount for small schools to be changed from 
$425 to $650 per pupil and (4) the amount of state money for capital 
outlay to be increased significantly. 

Vermont. The EPRI has finished its school fmance study, and a 
school finance proposal for a new percentage equalizing formula has 
been introduced. The wealth measure fqr the new formula is a com- 
binmtion of an adjusted gross income ratio, nonresident property 
ownership and property valuation. 

Virginia. Neither major new legislation nor school finance" studies 
are expected. 

Washington. The recent decision in the Seattle School District #1 
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of King County, Washington v. State of Washington court case will 
generate much activity on the school finance front in thia case. The 
Division of Financial Services will be conducting a school finance 
equalization study funded under federal 842 funds. ^ 

West Virpnia. A court case, Pauley il Kelly, has been filed chal- 
lenging the constitutionality of the current schctol finance structures 
on "thorough and efficienr^ grounds. The leglslature has appro- 
priated funds for a major study of schoorfinanct to include current 
operating expenses, transportation, capital consfructiori and related 
tax issues. The Institute of Educational Finlnce in GainsviHe, 
Florida, will be conducting the study for the leSslature. 

Wisconsin. An interim committee recommended that further study 
should be made of the roleof income in Wisconsin school finance The 
state collects income data by school district through the state income 
tax. The supreme court recently held the recapture clause unconsti^ ^ 
tutionaL 

Wyoming. No school finance reform lefislation is expected. The 
state ii in the process of developing a proposal for Section 842 funds 
to complete a study of the equalization of the state's current school 
finance structure. 



47 



43 



APPENDIX 



GLOSSARY OF SCHOOL FINANCE 
AND TAX TERMS 

This glossaty contains a number of tax, education and statistical 
terms that are used in school finance research and policy analysis. In 
order to make comparisons of tax and ^expenditure data among school 
districts, adjustments must be made in a number of measures. The 
purpose of these adjustments is to creates set of comparable numbers 
and a set of common terms. Standard procedures are used to niake 
these adjustments and the glossary indicates how some of the adjust^ 
ments are made. 



ADA, ADM 



Assessment Ratios 



Assessed Valuation 



Assessed Valuatiot 
Adjusted 



ADA^ is an abbreviation for student average 
daily attendance and ADM is an abbreviation 
for student average daily membership, ADA 
and ADM are the ofUcial measures that most 
states use to represent the number of students 
in a school district for the purpose of calcu- 
lating state aid. ADA is always less than 
ADM. 

The assessed valuation of property in most 
states is usually less than the market value of 
the property. In other words, owners are able 
to sell property for a price higher than the 
assessed valuation of that property. Although 
most states have a legal standard at which all 
property should be assessed, assessed valua- 
tions are usually below even thfe legal level 
and may vary widely among jurisdictions in a 
state. The actual assessment level or assess- 
ment ratio is determined by comparing actual 
assessed valuations to market values. 

The assessed valua'tion is the total value 
of property subject to the property tax in a 
school district. Usually, it is established by a 
local government ofUcer and is only a per- 
centage of the market value of the property. 

Because local assessing jurisdictions in a state 
Usually have different actual assessment 
ratios, the reported assessed valuations need 
to be adjusted in order to compare them among 
school districts. The best way to make such 
adjustments is to convert the assessed valua- 
tions to what they would be if all counties 
assessed at 100 percent of market value and 
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then adjust them to the legal standard, for 
* example, 33 1/3 percent. The mathematical 

way to make^the adjustment in to divide the 
assessed valuation by the assessment ratio 
and multiply the result by 0.338, The result is 
called the adjusted assessed valuation. The 
following is an example: 

Consider two school districts, A and B, 

District A has an, assessed valuation of 
$200,000. 

District B has an assessed valuation of 
$250,000. 

' Focusing just on assessed valuations, District 
A would appear to be poorer in property wealth 
than District B. However, assume that the 
actual assessment ratio in District. A is 20 
percent ^ile it is 25 percent in District B, 

Assuming that the legal ratio is 33 1/3 per- 
cent, the computation of the adjusted assessed 
valuation for District A is as follows: 

adjusted assessed $200,000 

valuatibn ' — O^^O — ^ ^ 0=33y ^ $333,333 

The computation of the adjusted assessed 
valuation for District B isr 

adjusted assessed $250,000 

valuation = , ^ - x 0.333 - $333,333 

Both school districts have the same adjusted 
assessed valuation. That is, both school dis- 
tricts effectively havf the same total tax base, 
despite the differences in the reported assessed 
valuations. 

Adjusted assessed valuations must be used to 
compare property wealth among school dis- 
tricts and should be the basis on which state 
.equalization aid is calculated, 

Assessed Valuation The adjusted assessed valuation per pupil is 
Per Pupil, Adjusted the adjusted assessed valuation for a school 

district divided by the district's total ADA or 

ADM. 

Gategorical Categorical programs refer to state aid that is 

Programs designated for specific programs. Examples 
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^ would be transportation aid, special education 

aid and aid for vocational education. Equaliza- 
tion formula aid is nof^n example of cate- 
gorical aid. Formula funds provide general aid 
that can be used for an^ purpose. 

Correlation - Correlation is a Btatistical term indicating the 
relationship between two variables. When two \ 
variables are said to Hfe positively correlated, 
as one variable increases the other variable 
^ also tends to increase. When two variables 

are said to be negatively correlated, as one 
variable increases, the other variable tends to 
^ decrease, . , 

Correlation The correlation coefficient is a number mdi- 

CoefTicierit eating the degree of relationship between two 

variables. Because of the way a correlation 
coefficient is calculated, it always will have a 
value between -1,0 and +1.0, When the • 
correlation coefUcient is around +0.5 tp +1.0, 
the two variables have a positive relationship 
or are positively correlated — when one vari- 
able gets larger the other tends to get larger. 
When the correlation coefficient is around 
zero, the two variables do not appear to have 
any relationship. When the correlation coef- 
ficient is around -0.5 to -1.0, the variables 
' have a negative relationshi{) or are negatively 
correlated ~ as one gets 'larger the other 
tends to get smaller. 

Current Operating Current operating expenditures include 
Expenditures education expenditures fonthe daily operation ' 

of the school program such as expenditures for 
administratiop, instruction, attendance and 
health services, transportation, operation and 
maintenance of plant and fixed charges. 

District Power District power equalization (DPE) refers to a 

Equalization sta^te equalization aid program that ''equaN 

izes" the ability of each school district to raise 
dollars for education. In a pure DPE program, 
the state guarantees to both property-poor and 
property-rich school districts the same dollar 
yisid for the same property tax rate. In short, 
equal tax rates produce equal per pupil 
expenditures. In the property-poor school dis- 
tricts, the state makes up the difference 
between v^hat is raised locally and what the 
state guarantees. In property- rich school dis- 



Elastfcity of Tax 
Re venues 



Equalization 
Formula Aid 



Expenditure 
Uniformity 



tricts, excess funds may or may not be 'Recap- 
tured" by the state and distributed to the 
property-poor districts. Most DPE state laws 
do not include recapture provisions. However, 
Montana; Uta'h and Wisconsin have both 
recapture mechanisms in their new school 
finance laws. DPE programs are given difTer- 
ent names in many states including' guar- 
anteed tax base prbframs (GTB), guaranteed 
yield programs and percentage equalizing pro- 
grams. DPE progrOTis focus on the ability to 

' support education and, thus, enhance the local 
fiscal role in education decision making, DPE 
' would satisfy the "fiscal neutrality" standard 

. without achieving "uniformity" of expendi- 

^ tures among school districts. 

The elastieity of ta^ revenues refers to the 
responsiveness of the revenues from a tax to 
changes in various economic factors in the 
state or nation. In particular, policy makers 
may want to know whether tax revenues will 
increase more rapidly, as rapidly, or less 
rapidly than changes in pergonal income. The 
revenues from an elastic tax will increase by 
more than one percent for each one-percent 
change in personal income. Income taxes are^ 
usually elastic tax sources. In general, elastic ^ 
tax^sources have ^progressi ve patterns of inci- 
dence and inelastic tax sources have regressive 
patterns of incidence. Expenditure elasticity 
may be defined similarly. 

pqualization formula aid is financial .assis- 
tance given by a higher-level government 
the state — to a lower-level government — 
school districts — to equalize the fiscal situa- 
tion of the lower-level government. Because 
school districts vary in their abilities to raise 
property tax dollars. equaliz§ition formula aid 
is allocated to make the ability to raise such 
local funds more nearly equal. In general, 
equalization formula aid increases as the per 
pupil property wealth of a school district de- 
creases. ^ 

Expenditure uniformity is an equity standard 
in school finance reqXiiring equal expenditures 
per pupil or per weighted pupil for^ll stu- 
dents in the state. (See Fiscal Neutrality.) 
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Fiscal Neutrality 




Fiscyfll neutrality is a court-defined equity 
standard in school finance. It is a negative , 
standard stating that current operating ex- 
pen^tur^s per pupil cdnnot be related to a 
schMf diitrict's adjusted assessed valuation 
l^r^piL It simply means that difTerences in 
expenditures per pupil cannot be related to 
local school district wealth. (See Expenditure 
Uniformity/) ,; ^ 

it 0r^^t Pi-ogram A flat grant program simply allocates an equal 
V * ■ sum ofdoUars to each public school pupil in the 
state; A flat grant is not an equalization aid 
program because it allocates the same dollars 
per pupil regardless of Bfee property or income 
wealth of the lorfal school districts. However, 
if no local dollars are raised for education and 
all school dollars come from the state, a flat^ 
grant program becomes equivalent to full state 
assumption. ' 

m Program A foundation program is a state equalization 
aid program that typically guarantees a cer- 
tain foundation level of expenditure for each 
student, together with a minimum tax rate 
that each school district must levy for educa- ^ 
tion purposes. The difference between what a 
local school district raises at the minimum 
tax rate and the foundation expenditure is 
made up in state aid. In the past, foundation 
programs were referred to as minimum 
foundation programs and the foundation level 
of expenditure was quite low/Today, newly 
implemented foundation prfgrams usually 
require an expenditure per pupil at or above 
the previous year's state average. Foundation 
programs focus on the per pupil expenditure 
level and thus enhance the state govern- 
ment's fiscal role in education. 



Full State 
Assumption 



Guaranteed Tax 
Base Program (GTB 



Full state assumption (FSA) is a school finance 
program in which the state pays for all educa- 
tion costs and sets equal p^r pupil expendi- 
tures in all school dis^icts. FSA would satisfy 
the "uniformity" ^standard of equity. Only ir 
Hawaii has the state government fu" 
assumed most of the costs of public education. 

See District Power Equalization, 
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Guaranteed Ylold 
Program , ■ 

Median. Family 
Income 



Municipal 
Overburden 



Percentage 
Equalizing Programs 

Progressive Tax 



f^m DiHtrict gower Equalization. 

Median family income UBually is that reported 
in tile 1970 U.S. Census. It renects income (br 
1969. If the income of all fairtlieH in a school 
district were rank ordered, the median income 
wouy be the income of the family midway 
between the lowest^ and the highest^iTicome 
families. . \^ 

Municipal overburden is aft argument that 
refers to the fiscal position of large cities. 
, Municipal overburden includes^tlte large bur^ 
den of noneducation services that central cities 
must provide and t^at most other jurisdictions 
do not have to provide or at least do not have 
to provide in the same quantity. These non= 
education services may include above^average 
weltare, healtb and hospitalization, pubfic 
housirig, police/fire and sanitation services. 
These high noneducation fiscal burdens mean 
that education must compete with many other 
functional areas f^r each local tax dollar 
raised, thus reducing the ability of large city 
school districts to raise education dollars. The 
fiscal squeeze caueed by the service overbur^ 
den, together with the concentration of the 
educationally disadvantaged and children in 
need of special education services in city' 
schools, puts central city school districts at a 
fiscal disadvantage in supporting school ser- ' 
vices. 

See District Power Equalization. 
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A prpgressive^ak is a tax that increases pro^ 
proportionatj>fy more than income as the im 
come level of the taxpayer increases. Under a 
progressive tax a high-income taxpayer will 
; pay a larger percent of his income toward this 

tax than a low-income taxpayer. 

Property Tax Circuit A property tax circuit breaker program is a tax 
Breaker Frogram relief program, usually financed by the atate^ 
, that focuses property tax relief on particular 
householda presumed to be overburdened by 

property taxes. That is, it is intended to reduce 
presumed regressivity of the property tax. A 
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^ typical circuit breaker attemp^^^^^b the. v^ 

property tax burden to a percent^IBIPfcold 

income and applies only to fesidential. pro- 
- perty taxes. Th^Jpercent usually rises as 

* income rises in an attempt to niake the over- 

,^ ' all ^burden profressive. Most states enacted 
, " .. circuit breaker programs initially just for 
,v senior citizens, but a few states have extended. 

circuit breaker benefits to all low-income 
V households,Vegardless of the age of the head 
% / of the 'household. The circuit breaker is base^ 
■ - oiiactual or estimated taxes paid on residen- 

" tiaS^iperty^and generally takes the form of a 

' = - credit on state income taxes. 

" Property Tax The traditional view qf property tax incidence 

^ Incidence or ^ divided the tax into two components: that 

Burden— Traditional which fell on land and ^th^t which fell on 
and New Views , improvements, i.e., structures. Property taxes 
; ' on land were assumed to fall .on landowner^. 

r : . , The part on improvements wa6 assumed to fail 
. ^ :^ on homeowners in the case of owned homes, to 

. , ^ ^ \ be shifted ^forward to tenants in the case of 

' r- rented residences and to be shifted forward to 
. consumers in the case of taxes on business 

property. Nedrly all empirical studies based on 
^the traditionarview found the incidence pat- 
tern to result in a regressive burden distri- 
bution, markedly regressive in the income 
ranges below $1^,000, The new view of pro- 
^ ' perty tax incidence considers the tax to be, 

. , . ^ " ^ basically, a uniform tax on all property in the 

country. Such a^tax i^borne by owners of ^pi- 
tal and,' thus, the burden distribution pattern 
' ' is progressive. Although the new view allows 

for modifications caused admitted tax rate 
differentials across the coilhtry, adherents of 
' ' the new view hold that even with the modifica- 

tions the tax would exhibit a progressive pat- 
, ■ ] tern of incidence over much of the range of 
family incomes. 

Proportional Tax A proportional tax is a tax that consumes the 
same percent of family income^ at all income 
levels. t ■ 

Pupil-Weighted Sys- A pupil-weighted system is a staA aid sys. 
L>|V terns or Weighted- tern in which pupils are giveh^ifferent 
^^"^ Pupil Programs weights based' on the estimated o^ssumed 

costs of their education program; aia is alio- 
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\ ' ^ cated on the basis pf the total number of 
weighted students. Usually, the cost of the 
' " ^d^Lcatipn program for gradeB 4-6 is consi^^ 

: the standard program and weighted 1.0. For 

' ; statesrsuch as Prorida, tftat choose to invest 

pore dollars in the early school yeirs, pupils 
in grades K-3 are given a weight greater than 
■ ■ p 10. typically around 1.3, In other slates, high 
= ; school students are; weigh ted about 1.25, al-^ 

^ though these secondary weightings slowly are 
being eliminated. The two major program^ 
matic areas where numerous weightings have 
^ been used are special and vocational eduea^ 

tion, Florida includes iVeights for 15 different 
categories of special education and 6 different 
categories of vocational education. Weighted^ 
pupil programs, therefore^ recognise that it 
' ^osts more to provide mn education program 
for some students than for others and includes 
the extra costs via a higher weighting/ Stat^ 
■ aid is then calculated and distributed on the ' 

basis of the total number of weighted students 
. in each schocj district. Determiriing the appro- 
priate weight is a difTicult matter. 

Regressive Tax A regressive tax is a tax that increases pro^ 
- portionately less than income as the income 

^^^^ of the taxpayer increases. Under a regres 
sive tax a low-income taxpayer will pay a 
larger percent of his income toward this tax 
than a high- income taxpayer. 

Revenue Gap A^revenue gap exists when projected expendi- 

tures exceed projected tax revenues. Although 
revenue gaps usually are not allowed to 
^ - exist m fact for current fiscal years, of im-^ 

portance are the projected values. If revenue 
gaps are projected, tax rate increases or expen- 
diture cuts, both politically dimcult, will be 
required. Revenue gaps usual! j occur when 
the elasticity of expenditures exceeds the elas^ 
ticity of revenues. This often happens at the 
. ^ state and local level because state and local 
taxes are, in most instances, less elastic than 
expenditures. If states want to eliminate the 
occurrence of revenue gaps and the constant 
P^^d to Increase tax rates or decrease pro- 
jected expenditure levels, attention must be 
#ivento ways to increase theelasticity of state 
tax systems, usually by increasing reliance on 
income taxes. (See Elasticity of Tax Revenues). 
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School Diitrict Tax 
Rate 



State Aid for 
Ciirrent Operatini 
Expenses 



Tbk Burden (or 
sometimes Tax 
Incidence) 



Tax Incidence 

Tax Shifting or 
Tax Incidence 



School district tax rate is the term states use 
to indicate the local school property tax rate_ 
The tax rate often is stated as the amount of 
property tax dollars to be paid for each $100 of 
assessed valuation or, if giveji in mills, the rate 
indicates how much is raised for fach f 1000 ot 
assessed valuation." For example; a tax rate of 
$1,60 per hundred dollars of assessed valua- 
tion means that a taxpayer pays $1,60 for each 
$100 of his total assessed valuation; a tax rate 
of 16 mills indicates that $16 must be paid for 
each $iOOO of assessed valuation. 

State aid for current operating expenses is the 
sum of the equalization formula aid and cate- 
gorical aid for vocational education, speoial 
education, bilingual education, transportation 
and other categorical aid programs, (See Cate- 
gorical Programs,) 

Tax burden typically refers to the^ercent of an 
individuars or family's income that is con- 
sumed by a tax or by a tax system. Usually, one 
wants to know whether a tax or tax system s, 
burden is distributed in a profressive, propor- 
tional or re^ressive^ manner. In the United 
Statei, a tax system that is progressive overall 
seems to be the most acceptable to a majority ot 
people. Tax burden analysis takes into account 
the extent of tax shifting. 

See Tax Shiftinf and Tax Burden, 

Tax shifting refers to the phenomenon wherein 
the party that must legally^ pay a tax, for 
example, a store owner, does not in fact bear 
the burden of the tax but shifts the tax to 

^ another party; for example, the. consumer of 
item that is sold in the store. Taxes^an be 
shifted either forward or backward. Fox ex- 
ample, a landlord might be able to shift his 
property taxes forward to tenants m the form 
of higher rents, and a business might be 

: . able to shift property or corporate income taxes 
backward to employees in the form of lower 
salaries, the ability to shift taxes depends on a 
variety of economic factors and there is great 
debate among economists over the extent to 
which some taxes are shifted. It is usually 
' agreed however, that individual income taxes 
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^re nrt shi^d and reit on the individual tex= 
payer. It also generally is' agreed that sales 
taxes are shifted to the consumer, Tliere is 
argument over the extent to which corporate 
income tues are shifted to consumeM in the 
form of higher prices or to employees in the 
form of lower wages versus falling on the stock- 
holders in the form of lower dividends. Thei^ ii 
also debate about who effectivelj^ays the pro- 
per^ tex. Tax incidence analysis examines 
how various taxes may or may riot be shifted. 
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Education Commission of tlw States 




JH% Iducation Commission of the States is a nonprofit organiza- 
tion formed by Interstate compact in 1i66. Forty-five states, Puerto 
Rico and tha/VirgIn Islands are now members; Its goal is to further 
a working relationship among governors* state legislators and edu- 
cators for the improvemtnt of education. This report is an outcome 
of one of many Commission undertakings at all levels of education, 
the Comng^ission offices are located at 300 Lincoln tower, 1860 
Lincoln Street, Denver. Colorado 80295. 
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